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MEMORANDUM FOR: Deputy Director for Administration
SUBJECT : New Audit Staff Responsibilities ‘
REFERENCES : (a) Memo For: Ch, Audit Staff from Director, CIA;
dtd 4 Nov 74; Subj: Scope of Audits
(b) Headquarters Regulations - 25X1A

1. The referenced memorandum from the Director and Headquarters
25X1A Regu1at1’o_ss1’gn to the Audit Staff expanded responsibilities
in reviewing and appraising Agency activities. These additional
responsibilities are based on Federal Audit Policy issued by the General
Services Administration (Tab A) and the Comptroller General's Standards
for Audit (Tab B).

2. Neither the Director's memorandum nor the regulation spells
out in any detail the specifics of these newly assigned responsibilities.
We look, therefore, to the Comptroller General's Standards for Audit
which sets forth three elements of an audit, the second of which is of
primary concern to us at this time. It is defined as follows:

"(2) Economy and efficiency--determines whether the entity
is managing or utilizing its resources (personnel, property,
space, and so forth) in an economical and efficient manner and
the causes of any inefficiencies or uneconomical practices, in-
cluding inadequacies in management information systems, admin-
istrative procedures, or organizational structure."

The general objectives of the above category of audit work are
as follows:

"2. A review of efficiency and economy shall include inguiry
into whether, in carrying out its responsibilities, the audited
entity is giving due consideration to conservation of its resources
and minimum expenditure of effort. Examples of uneconomical
practices or inefficiencies the auditor should be alert to include:

a. Procedures, whether officially prescribed or merely followed,
which are ineffective or more costly than justified.

b. Duplication of effort by employees or between organizational

units.

Performance of work which serves Tittle or no useful purpose.

Inefficient or uneconomical use of equipment.

Overstaffing in relation to work to be done.

Faulty buying practices and accumulation of unneeded or excess

quantities of property, materials, or supplies.

Wasteful use of resources."
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3. A number of the above audit objectives, e.g., 2(b)(c) and (e)
are similar and overlap those objectives traditionally contained in
audits and surveys conducted by the Office of Personnel's Management
and Compensation Division (PMCD). Historically, the PMCD audit and
survey program has been the subject of periodic reviews by senior
management of the Agency. In early 1971, for example, the Inspector
General's Staff surveyed the Office of Personnel. (Tab C) One of
their recommendations in the area of manpower utilization auditing
prompted the Executive Director-Comptroller (Col. L.K. White) to
request the Director of Personnel (H.B. Fisher) and the Director of
Planning, Programing and Budgeting (C.A. Briggs) to consider their
present responsibilities and submit to him specific recommendations
as how current monitoring and auditing of manpower and personnel
utilization could be improved. In response, the Director of Personnel
and the D/PPB confirmed (Tab D) the need for an expanded PMCD staff to
conduct manpower surveys in the course of which PMCD would aim to
identify areas of ineffective organizations, work duplication and

inappropriate utilization of personnel. As a result, dated 25X1A

7 January 1972 titled Position Survey Program (Tab E) was 1ssued and
established a three year position and manpower utilization survey
schedule to be conducted by the Director of Personnel.

4. Again in late October 1972, the Executive Director-Comptroller
(W.E. Colby) requested (Tab F) that the Director of Personnel (H.B. Fisher)
and the Inspector General (W.V. Broe) consider scheduling their respective
surveys at the same time and report the results simultaneously in an
effort to reach a fuller potential of effort expended and to reduce
disruptions in the offices being surveyed. On review, the D/Pers and
the IG stated (Tab G) that "the primary thrust of PMCD efforts is directed
at organizational structure, position allocation and grade levels as
matched against the missions and functions of the operating component,
with a concern for the component's utilization of its allocated manpower
within this particularized frame of reference. PMCD interviews with
supervisors and working level personnel are designed to develop objective
data that will serve the component's management in the decision making
process.” "The Inspector General's approach to surveys is a substantive
one. The inspectors look at component programs and their implementation,
Judging whether a station is doing the things that it should do, or doing
things it should not do, and how well it is doing what it does. There is
an interest in the intensity of the effort expended and the work patterns
of individuals. Consideration is also given to individual morale, employee
needs, and inter-personal relationships. Obviously, all of this involves
the IG team in testing the organizational arrangements of a station and
the quality of its officers. This, in turn, may well call for a concen-
tration on the matching of personal qualifications with tasks and work
load. It is, therefore, inevitable that the IG team will see some of
the same things that the PMCD team does and reach some of the same con-
clusions." They felt that "despite the similarity of objectives and,

oy N
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to some extent, the nature of the inquiries in the respective surveys,

the nature of the findings and recommendations are sufficiently dissimilar
to warrant the independent presentation and solution of issues as soon

as possible."

5. Throughout the texts of the above examples of the top Tevel
management interest in the various aspects of PMCD activities runs the
thread of recognition and confirmation of PMCD's role in identifying
and reporting on many aspects of manpower utilization within the Agency
including but not limited to some of those objectives stated in para-
graph 2 above. In fulfilling their primary responsibilities in the
Jjob evaluation area, which requires in-depth knowledge of organizational
structures and position content and inter-relationships, PMCD is in a
“natural” position to carry out additional manpower utilization review
responsibilities. PMCD's role in this area has long been established.

6. The apparent overlaps of responsibility and effort between
the Audit Staff and the Office of Personnel are of obvious concern and
presents us with a somewhat similar dilemma as we have had in the past
with other "auditing" components, i.e., who will do what. We regret
that we did not have an opportunity to study and comment on the references
prior to their approval so that we could have a better understanding of
their specifics. Nonetheless, we feel we need to sort out our respective
responsibilities in the management review and appraisal areas to avoid
dupTication of effort and disruptions of component routines. We would
appreciate an opportunity to explore this matter with you further.

25X1A

. W. M. Janney
Director of Perscdnn

Att
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_ 4 November 1974
MEMORANDUM FOR:  Chief, Audit Staff I3 74 0%
THROUGH: - Inspector General
L . . . / \.'«z.‘
‘SUBJECT: ' Scope of Audits NN

' \n

1. Thank you very much for your proposal of "program audits"
in CIA, together with your Report of Audit of OJCS as a specific exampile.
I fully understand that this proposal reflects the Federal Audit Policy
isstied by the General Services Administration in FMC 73-2 and the
Comptroller General's Standards for Audit. I understand at the same
time that certain line managers have expressed concern over this widen-
ing of the scope of traditional audits in CIA. The General Services
Administration has adopted these audit standards set forth by the
Comptroller General; at the same time the special characteristics of CIA
will require certain exceptions to the established procedures, as outlined
in General Walters' letter of 26 March to GSA Administrator Sampson.
This mémorandum outlines my concept of the way we in CIA should
approach the audit process. '

2. Traditionally the CIA Audit Staff limited itself to financial and

" compliance audits. The Inspector General conducted organization inspec-

tibns"oh a periodic basis. As a result of some guestion in my mind as
" to the end value and effect of those organizational inspections, the
Inspector General's staff was reduced last year in conformance with
‘personnel reductions and this inspection routine was suspended. At the
time I contemplated its replacement by a combination of the annual Program
Review pursuant to Management by Objectives procedures and a broadening
audit function consistent with the Comptroller General's new standards.

-] believe. 'this to be an adequate resolution of the competing demands of

iﬁdependen:c staff examinations of the management of our subordinate

_units, stringent financial audits of our activities, and detailed examinations
of programs and performance of all our units on an annual basis. We need,
however, an articulation of the inter-relationship of these three activities.

3. The Program Call and Annual Reports provided the primary
vehicles for the annual appraisal of the needs and performance of
subordinate units pursuant to Management by Objective procedures.
The first priority task of the Audit Staff is to ensure that vigorous
and regular financial audits are made of our activities. As a second
task, the Audit Staff will conduct supplementary, independent program
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the deputy dxrector concerned.
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audits of our operations pursuant to the audit standards established by the
Comptroller General. Such audits will cover Agency-wide subject matter
selected in coordination with the Comptroller, or directorate problems
selected in coordination with the deputy director concerned. These program
audits, additional to financial aspects, will be conducted with the coopera-
tion of the Comptroller's office, the appropriate programs staffs of the
directorates supervising the units audited, and in appropriate cases the
Office of Personnel, In this fashion I believe the Audit Staff can also re-
view program decision-making and performance through established mech=-
anismas, focusing where possible on whether these mechanisms are func-
tioning effectively. On these program audits, the Audit Staff will.consult
with the component under review, as has been customary in the past with
its financial audits as well as with the Comptroller, prior to issuance of
its report and findings. I expect the Audit Staff's independent judgment on
the management aspects as well as the financial aspects of the audit, as
required by the Comptroller General's audit standards. In carrying out
prégram audits, it is expected that the Audit Staff will augment its regular
financially-oriented personnel with individuals selected for their specific
knowledge and background from a roster composed largely of CIA rctirees.

4.  The Inspector General will continue to inspect any‘situations in
the Agency coming to his attention or suggested to him by others which in

- his view should be inspected and brougant to my attention,

%

- Fdllowing the submission of an audit by the Audit Staff to me, I
will expect the Inspector General to ensure that a follow-up report of
compliance or difference with the Audit Staff's conclusions will be made
to me after an appropriate interval of time., Any substantial differences
in view should be called to my attention for resolution with the deputy
director concerned,

. i . STATINTL
6. Any exemption from audit for reasons of sensitivity of intelligence
goufces and methods will be subject to my approval after justification by

3

Director
cc: Deputy Director for Administration . /
- Deputy Director for Intelligence '
Deputy Director for Operations
Deputy Director for Scienge and 'I‘echnology
Comptroller
General Counsel
Legislative Counsel
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‘1. AUDIT OF AGENCY ACTIVITIES :

I* a. POLICY. The Agency will provide audit facllitles and services to ensure a
final and independent audit or audit review of components, installations,
programs, and activities consistent with audit standards and requirements
promulgated by authoritative audit and management oifices of the Govern-
ment, and with the guidelines set forth by the Director of Central Intelli-
gence. Only the Director of Central Intelligence may exempt an Agency
activity from audit.

-b. RESPONSIBILITIES

(1) The Audit Staff of the Office of the Inspector General is responsikble
for the examination and appraisal of policies, systems, procedures, records,
and reports relating to programming, budgeting, accounting, procure-
ment, and supply; and, other operations having an impact on the ex-
penditure of funds, use of resources, or effectlve accomplishment of
Agency objectives.

(2) The Chief, Audit Staff will: .
P : ‘() Prepare an annual audit plan developed in coordination with pro-
® : gram officials. The plan will cover all Agency activities subject to

audit, the activities and locations selected for audit with assigned
priorities, the reasons for their selection, the audit period, the scope of
audit coverage, the management benetits anticipated from the audit,
and evidence of coordination with the Comptroller or the appropriate
Deputy Director on the selection of subject matter for management
audits.

(b) Direct the performance of planned audits of headquarters com-
ponents, domestic or overseas field installations, and related pro-
grams and projects. Dependent on the scope of audit coverage outlined
in the audit plan, determine whether:

() Financial operations are properly conducted, financial reports
are presented Ifairly, and compliance with laws and regulations
has been achieved.

(2) Agency resources are managed and used in an economical and
efficient manner.

(3) Desired results and objectives are being achleved in an effective
manner.

(¢) When an saudit is planned which encompasses elements of sub-
paragraph b(2) (b) (2) and/or (3) above, augment the audit team
where necessary with an individual or individuals with appropriate
experience in the technical field or operational area to be reviewed
'I‘hese individuals may be drawn from either the Inspection Stafi, the
directorate iInvolved, retirees, or outside consultants, and should be

N - independent of the program under review. Individuals selected for
. augmentation of audit teams will be appropriately cleared with the
. . " Depnty Director concerned.

' : (d) Report the observations and recommendations resulting from audits
: to Agency officials responsible for taking actions, and to other

‘ responsible or management officlals as may be appropriate.
(e) Follow up recommendations when necessary to assure that appro-
priate action Is taken, and report to the Director of Central Intelli-
. gence through the Inspector General any recommendations that

L . are not being resolved satisfactorily at operating levels.

-+Revised: 3 June 1975 (882)
ADMINISTRATIVE—INTERNAL USE ONLXY
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STATINTL - - Approved _8 : CIA-RDP83-01004R000%20070001-6 AUDIT

STATINTL

o

L

n

Determine the need for site audits of 'projects involving Agency

Instrumentalities m and engage or approve the public
accountants to be used In those cases where cover or other reasons

- preclude the use of Agency auditors. Before Insiituting a site audit

1:9]

(2)

the Chief, Audit Statf will obtain:

(1) Concurrence on the use of either Agency auditors or public ac-
countants from the office controlling the operational phases of
. the project, and from the offices having securlty, commerical, and
cover. responsibilities.

{2) Appropriate security clearances from the Office of Security if
public accountants are to be employed.

Direct the audit of all Agency-sponsored activities not funded by

public appropriations, such as the Credit Unlon, the Employee Activity

Assoclation, the Voluntary Investment Plan, and employee health

and Insurance programs.

(3) Deputy Directors and Heads of Independent Offices are responsible for
assuring that offices and personnel under their jurisdiction:

Assist and cooperate with the Chief, Audit Staff and his representa-

.

tlves In carrying out their responsibilities.

(b) Reply to audit recommendations within 60 days.

()

Obtain concurrent of Chief, Audit Staff before employing public
accountants for audit purposes.

(d) Provide that all fees and expenses for audit services of public ae-

(e)

countants will be paid by the project or activity audited.
Coordinate on the selection of subject matter for management audits.

, ~Revised: 3 June 1975 (882)
ADMINISTRATIVE—INTERNAL USE ONLY
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GENERAL SERVICES ADMINISTRATION
OFFICE OF FEDERAL MANAGEMENT POLICY

FEDERAL MANAGEMENT CIRCULAR

FMC 73-2: Audit of Federal 0peratiohs and Programs
' by Executive Branch Agencies

September 27, 1973

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

1. Purpose. This circular sets forth policies to be
followed in the audit of Federal operations &nd programs by
‘executive departments and establishments.

2. Supersession. This circular supersedes Office of Manage-
ment and Budget Circular No. A-73, dated August 4, 1965.

3., Policy intent. The primary objectives of this circular
are to promote improved audit practices, tc achieve more
‘efficient use of manpower, to improve coordination of audit
. efforts, and to emphasize the need for early audits of new
or substantially changed programs.

4. Applicability and scope. The provisions of this circular
are applicable to all executive departments and establish-
. ments, ‘The terms "agency" and "Federal agency" throughqut
this circular are synonomous with the term "departments and
‘establishments" as defined in FMC 73-1.

LS

5. Definitions.
a. - The term. "audit" as used in this circular means a
systematic review-or appraisal to determine and report on
whether:
(1) Financial operations are properly conducted;

(2) Financial reports are presented fairly: -

(3) Applicable laws and regulétions have been
complied with;

Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6
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and efficient manner; and : .

(5) Desired results and objectives are being achieved
in an effective manner. :

The above elements of an audit are most commonly referred to
as financial/compliance (items 1, 2, and 3), economy/
efficiency (item 4), and program results (item 5). Collec-
tively, they represent the full scope of an audit and provide
the greatest benefit to all potential users of Government
audits. 1In developing audit plans, however, the audit scope
should be tailored to each specific program according to

the circumstances relating to the program, the management
needs to be met; and the capacity of the audit facilities.

-b. The .term "audit standards" refers to those standards
set forth in the Standards for Audit of Governmental Organi-
zations, Programs, Activities & Functions issued by the
Comptroller General of the United States,

6. Policies and procedures. Agencies are responsible for
providing adequate audit coverage of their programs as a
constructive aid in determining whether funds have been
applied efficiently, economically, effectively, and in

a manner that is. consistent with related laws, program objec-
tives, and underlying agreements. The audit standards will
be the basic criteria on which audit coverage and operations
-are based. Agencies.administering Federal grant, contract,
and loan programs will encourage the appropriate application
of these standards by non-Federal audit staffs involved in
the .audit of organizations administering Federal programs.
Each agency will implement the policies set forth in this
circular by issuing policies, plans, and procedures for the
guidance of its auditors. .

A

a. Organizatiogiand staffing. Audit services in Govern-
ment are an. integral part. of the management process. Audit

services and reports must be responsive to management needs.
However, it is important in order to obtain the maximum

benefit from this function that agency audit organizations
have a sufficient degree of independence in carrying out

their responsibilities. To provide an appropriate degree
of independence, the audit organization should ordinarily
be located outside the program management structure, report

2
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to an agency management level sufficiently high to ensure
‘proper consideration of and action on audit results, and be
‘given reasonable latitude in selecting and carrying out
ascignments. Adequate and qualified staff should be assigned
this important function. The audit of all programs under

a single Federal department or agency must be coordinated, and
where economies and a more effective audit service will
result, especially in large and geographically dispersed
prograns, the audit operations within a department should be
consolidated. It is also important to establish close
coordinktion between audit and such other management review
activities as may exist in an agency.

b, Determination of audit priorities. Each agency will
establish procedures requiring periodic review of its indi-
vidual programs and operations to determine the coverage,
frequency, and priority of audit required for each. The
review will 'include consideration of the following factors:

¢

(1) Newness, changed conditions, or sensitivity
of the organization, program, activity, or function;

(2) Its dollar magnitude and duration;

(3) Extent of Federal participation either in
terms of resources or regulatory authority;

'(4)5Mahagement needs to be met, as develéped in
consultation with the responsible program officials;
(5) Prior audit experience, including the adequacy of
the financial management system and controls;
{6) *Timellness, reliabil{ty, and coverage of audit
reports ‘prepared by others, such as State and local govern-
ments and independent public accountants;

(7) Results of other evaluations; e.g., inspec-
tions, program reviews, etc.;

s

(8) Mandatory requirements of legislation or
other congressional recommendations; and

(9) Availability of audit resources.

3
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¢c. Cross=servicing arrangements. To conserve

manpower, promote efficiency, and minimize the impact of
audits on the operations of the organizations subject to
audit, each Federal agency will give full consideration to
establishing cross-servicing arrangements under which ore
Federal agency will conduct audits for another--whenever such
arrangements are in the best interest of tlie Federal Govern-
ment and the organization being audited. This is particularly
applicable in the Federal grant-in-aid and contract programs
where two. or more Federal agencies are frequently responsible
for programs in the same organization or in offices located
within the same geographical area. Under such circumstances,
it will be the primary responsibility of the Federal agency
with the predominant financial interest to take the initiative
in collaborating with the other appropriate Federal agencies
to determine the feasibility of one of the agencies' con-
ducting audits for the others, and to work out mutually agree-
able arrangements for carrying out the required audits on the
most efficient basis. :

d. Reliance on non-Federal audits. In developlng audit
plans, Federal agencies administering programs in partnership
with organizations outside of the Federal Government will con-
sidef whether these organizations require periodic audits and
whether the organizations have made or arranged for these au-
dits. This consideration is especially necessary for those
agencies that administer Federal grant-in-aid programs through
State and local .governments and which are subject to OMB Circu-
lar A-102, Attachment G. Attachment G provides standards for
financial management systems of grant-supported activities of
State and. local governments and requires that such systems -
provide, at a minimum, for financial/compliance audits at
least once every 2 years. Federal agencies will coordinate
their audit requirements arid approaches with these organiza-
tions to the makXimum extent possible. The scope of individual
Federal audlts will give full recognition to the non-Federal
audit effort. Reports prepared by non-Federal auditors will
be used in lieu of Federal audits if the reports and sup-
porting workpapers are available for review by the Federal
agencies, if testing by Federal agencies indicates the
-audits are performed in accordance with generally accepted
-auditing standards (including the audit standards issued by

the Comptroller General), and if the audits otherwise méet the
requirements of the Federal agencies.

Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6
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e. Audit plans. Based on the consideré?fgns set %orth

in b, ¢, and 4, above, each agency will prepare an audit
plan at least annually. At a minimum, such plans will re-
flect the: ‘

(1) Audit universe (all programs and operations
subject to audit); - A e '

.(Z)fPrograms and operations selected for audit,
_with priorities and specific reasons for selection;

‘(3) Audit organization that will conduct the
audit; ’

A (4) Audit cycle or frequency, the locations to be
audited,. and the reasons therefory ’ .

(5) Scope of audit coverage to be provided and
the reasons therefor; and
(6) Anticipated benefits to be obtained from the
audits. :

The plans should be adjusted as necessary to provide foér audit
coverage .of unforeseen priorities.

f. Coordination of audit work. Federal agencies will
coordinate and cooperate with each other in developing and
carrying out their individual audit plans. Such actions will
include continuous liaison; the exchange of audit tech-
.niques, objectives, and plans; and the development of audit
schedules to minimize the amount of audit effort required.
Federal agencies will encourage similar coordination and
«,cooperation among Federal and non-Federal audit staffs where
there is a common interest in the programs subject to audit.

'g. Reports. Reporting standards are set forth in the
audit Standards for the guidance of Federal agencies. With
respect to release of audit reports, each agency will estab-
lish policies regarding the release of audit reports outside
the agency. Such policies will be in consonance with appli-
‘cable laws, including the Freedom of Information Act, and, to
the maximum extent possible, will provide for the dissemina-
tion of such reports in whole or in part to.those interested
in such information.

5
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h.. Jgncy action on audit reports. Each agency will

provide policies for acting on audi!{ recommendations. Timely
action on recommendations by responsible management officials
is an integral part of the effectiveness of an agency's audit
system and has a direct bearing on it. Policies will pro-
vide for designating officials responsible for following up
on audit recommendations, maintaining a record of the action
taken on récommendations and time schedules for responding to
and acting on audit recommendations, and submitting periodic

Eeﬁorts to -agency management on recommendations and action

7. Responsibilities. Federal agencies will review the
policies and practices currently followed in the audit of
their operations and programs, and will initiate such action
as is necessary to comply with the policies set forth in this
circular. The head of each Faderal agency will designate an
official to serve as the agency representative on matters
relating to the implementation of this circular. The name of
the agency representative should be sent to the General Serv-
ices Administration (AM), Washington, DC 20405, within 30 days

after the receipt of this circular.

8. Reporting requirement. Each Federal agency will submit

a report to the General .Services Administration (AM), )
Washington, 'DC 20405, by Decembér 31, 1973, on the action

it has taken to implement the policies set forth in this cir-
cular. Specifically, the report will.include actions taken
on the issuance of policies, plans, and procedures for the
guidance of its auditors; determination of audit priorities;
new cross-servicing arrangements made; additional reliance on
non-Federal audits; development of audit plans; and coordina-
tion of audit work between Federal agencies and between Fed~
eral and non-Federal audit staffs. Reports will be submitted
at 6-month intervals on the.additilonal actions taken until
the circular is fully implemented. Copies of agency issuances
on.the implementation of this circular will be submitted to
the Office of Fedéeral Management Policy, General Services
Administration, upon request.

6
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" Approved For Reless
9. Inquirses. Fur@ﬁer information concerning this circular

may be obtained by contacting:

General Services Administration (AMF)
- Washington, DC 20405

Telephone: 'IDS 183-7747
FTS 202-343-7747

ARTHUR F. SAMPJON )
~ . Administrator of General Services

GSA DC 74.3328
Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6
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STANDARDS FOR AUDIT
OF GOVERNMENTAL
ORGANIZATIONS, PROGRAMS,
ACTIVITIES & FUNCTIONS

BY THE COMPTROLLER GENERAL

OF THE UNITED STATES

1972
- (1974 REPRINT)
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Pamphlets explaining and supplementing the Standards have been issued as
follows:

AUDIT STANTCARDS SUPPLEMENT SERIES

No. 1 What GAO Is Doing To Improve Governmental Auditing Standards
No. 2 Auditors - Agents for Good Government

No. 3 Case Study - Illinois' Use of Public Accountants For Auditing State
Activities

No. 4 Examples of Findings From Governmental Audits
Supplement No. 2, Auditors - Agents for Good Government, is for sale by
the Superintendent of Documents, address below, price 25 cents. Stock Num-

ber 2000-00109.

Supplement No. 3, Case Study ~ Illinois' Use of Public Accountants For Audit-
State Activities, is also for sale by the Superintendent of Documents.

Supplements Nos. 1 and 4 are available from the U.S. General Accounting
Office, 441 G Street, N,W., Washington, D.C. 20548,

For sale by the Superintendent of Documents, U.5, Government Printing Of-
fice, Washington, D.C,, 20402, price 65 cents. Stock Number 2000-00110
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FOREWORD

In earlier and simpler times in our Nation's history, when the
responsibilities of each level of government could be more clearly
divided, each level could work fairly independently. Today, profound
changes in our social, political, and economic order have brought
steadily mounting demands for new and better public services in a va-
riety and on a scale unprecedented in our history, Response to these
demands requires a process of policymaking, financing, and adminis-
tration which involves the cooperation of Federal, State, and local gov-
ernments in solving public problems. Thus the:Federal system of
government today rests on an elaborate structure of interlocking re-
lationships among all levels of government--between the executive and
legislative branches of each, between the Federal and the State Gov-
ernments, and between both and the local communities--for the con-
duct of programs designed to improve the quality of American life.

Accompanying this increased complexity in the relationship
among the various levels of government has been an increased demand
for information about government programs. Public officials, legisla-
tors, and the general public want to know whether governmental funds
are handled properly and in compliance with existing laws and whether
governmental programs are being conducted efficiently, effectively,
and economically, They also want to have this information provided,
or at least concurred in, by someone who is not an advocate of the pro-
gram but is independent and objective.

This demand for information has widened the scope of govern-
mental auditing so that such auditing no longer is a function concerned
primarily with financial operations. Instead, governmental auditing
now is also concerned with whether governmental organizations are
achieving the purposes for which programs are authorized and funds
are made available, are doing so economically and efficiently, and are
complying with applicable laws and regulations. The standards con-
tained in this statement were developed to apply to audits of this wider
scope. These standards are intended to be applicable to all levels of
government in the United States.

The survey and research work on which the accompanying state-
ment is based was conducted by an interagency working group com-
posed of representatives of the General Accounting Office and the Fed-
eral executive departments and agencies having the predominance of
Federal grant programs. Assistance was also obtained from audit
representatives of the State, county, and city governments visited dur-
ing the course of the work and from leading professional organizations,
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including the American Institute of Certified Public Accountants, the Insti-
tute of Internal Auditors, the Federal Government Accountants Association,
the Municipal Finance Officers Association, and the American Accounting
Assgociation,

Consultative assistance was provided by university consultants; the Ad-
visory Commission on Intergovernmental Relations; a consultant selected
from one State, county, and city; and public interest groups generally rep-
resenting State and local governments. Among the public interest groups
participating were the Council of State Governments, the National Associ-
ation of Counties, the National League of Cities, the United States Confer-
ence of Mayors, and the International City Management Association.

These standards were reviewed by a committee of the American Insti-
tute of Certified Public Accountants during 1973, The committee's report
stated;

"The members of this Committee agree with the philosophy and
objectives advocated by the GAO in its standards and believe that
the GAO's broadened definition of auditing is a logical and worth-
while continuation of the evolution and growth of the auditing dis-
cipline.nl

The General Accounting Office, on October 1, 1968, issued a statement
entitled “Internal Auditing in Federal Agencies," which set forth the basic
principles and concepts to be followed by Federal agencies in developing and
operating their internal audit organizations. The purpose of that state-
ment was to describe the role of the internal auditor in the Federal Govern-
ment, the scope of his work, his proper location in the organizational struc-
ture, and related matters. A revision of that statement which incorporates
these standards will be issued shortly,

These standards were originally published in June 1972, This reprint
includes minor changes, none of which are considered to be of sufficient sub-
stance to merit explanatory comment. It isnot intended that this reprint sup-
ersede the 1972 edition.

Comptroller General
of the United States

January 15, 1974

1
"Auditing Standards Established by the GAO - Their Meaning and Signifi-
cance for CPAs, A Report," American Institute of Certified Public Account-

ants, Committee on Relations with the General Accounting Office, New York,
1973, p. 12, '
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PART I--INTRODUCTION

PURPOSE

This statement contains a body of audit standards that
are intended for application to audits of all government
organizations, programs, activities, and functions--whether
they are performed by auditors employed by Federal, State, or
local Govermments; independent public accountants; or others
qualified to perform parts of the audit work contemplated un-
der these standards. These standards are also intended to
apply to both internal audits and audits of contractors,
grantees, and other external organizations performed by or for
a governmental entity. These audit standards relate to the
scope and quality of audit effort and to the characteristics
of a professional and meaningful audit report.

The American Institute of Certified Public Accountants
(AICPA) has adopted standards and procedures that are appli-
cable to audits performed to express opinions on the fairness
with which financial statements present the financial position
and results of operations.l These standards are generally
accepted for such audits and have been incorporated into this
statement. However, the interests of many users of reports on
Government audits are broader than those that can be satisfied
by audits performed to establish the credibility of financial
reports. To provide for audits that will fulfill these broader
interests, the standards in this statement include the essence
of those prescribed by the American Institute of Certified
Public Accountants and additional standards for audits of a
broader scope as will be explained subsequently.

SCOPE

A fundamental tenet of a democratic society holds that
govermments and agencies entrusted with public resources and
the authority for applying them have a responsibility to
render a full accounting of their activities. This account-
ability is inherent in the governmental process and is not
always specifically identified by legislative provision.
This govermmental accountability should identify not only

1The basic standards are included in "Statements on Auditing
Procedure No. 33,'" issued by the Committee on Auditing Pro-
cedure of the American Institute of Certified Public Account-
ants.

1
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the objects for which the public resources have been devoted
but also the manrier and effect of their application.

This concept of accountability is woven into the basic
premises supporting these standards. These standards pro-
vide for a scope of audit that includes not only financial
and compliance auditing but also auditing for economy,
efficiency, and achievement of desired results. Provision
for such a scope of audit is not intended to imply that all
audits are presently being conducted this way or that such
an extensive scope is always desirable. However,an audit
that would include provision for the interests of all poten-
tial users of government audits would ordinarily include pro-
vision for auditing all the above elements of the accountabil-
ity of the responsible officials.

Definitions of the three elements of such an audit follow.

1. Financial and compliance--determines (a) whether fi-
nancial operations are properly conducted, (b) whether
the financial reports of an audited entity are pre—[
sented feairly, and (c) whether the entity has com-
plied with applicatle laws and regulations.

2. Economy and efficiency--determines whether the entity
is managing or\ut111z1ng its resources (personnel,
property, >pace, ard so forth) in an economical and
efficient manner and the causes of any inefficiencies
or uneconomlcal praectices, including inadequacies ig
managemernit information systems, administrative pro-
cedures, onr organizational structure.

=

3. Program results--determines whether the desired re-
sults or benefits are being achieved, whether the ob-
jectives established by the legislature or other aus
thorizing body‘are being met, and whether the agency
has considered alternatives which might yield desired
results at a 1ower cost.,

The audit standards are intended to be more than the mere
codification of current practices, tailored to existing audit
capabilities. Purposely forward-looking, these standards ip-
clude some concepts and areas of audit coverage which are
still evolving in practice but which are vital to the account-
ability objectives sought in the audit of governments and of
intergovernmental programs. Therefore the audit standards
have been structurad so that each of the three elements of
audit can be performed: separately if this is deemed desirable.
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It should be recognized that a concurrent audit of all
three parts would probably by the most economical manner of
audit, but often this may not be practical. Furthermore, it
may not be practical or necessary to perform all three ele-
ments of the audit in particular circumstances. For most
government programs or activities, however, the interests of
many potential government users will not be satisfied unless
all three elements are performed.

In memorandums of engagements between governments and
independent public accountants or other audit organizations,
the arrangements should specifically identify whether all, or
specifically which, of the three elements of the audit are to
be conducted. Such agrcements are needed to ensure that the
scope of audit to be made is understood by all concerned.

BASIC PREMISES

The following certain basic premises underlie these
standards and were considered in their development.

1. The term "audit" is used to describe not only
work done by accountants in examining financial re-
ports but also work done in reviewing (a) compliance
with applicable laws and regulations, (b) efficiency
and economy of operations, and (c) effectiveness in
achieving program results,

2, Public office carries with it the responsibility to
apply resources in an efficient, economical, and ef-
fective manner to achieve the purposes for which the
resources were furnished. This responsibility ap-
plies to all resources, whether entrusted to the
public officials by their own constituency or by
other levels of government.

3. A public official is accountable to those who pro-
vide the resources he uses to carry out governmental
programs., He is accountable both to other levels of
government for the resources such levels have pro-
vided and to the electorate, the ultimate source of
all governmental funds. Consequently he should be
providing appropriate reports to those to whom he is
accountable., Unless legal restrictions or other
valid reasons prevent him from doing so, the auditor
should make the results of audits available to other
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levels of government that have supplied resources
and to the electorate,

4. Auditing is an important part of the accountability
process gince it provides independent judgments off
the credibility of public officials' statements
about the manner in which they have carried out
their responsibilities. Auditing also can help dg
cisionmakers dmprove the efficiency, economy, and
effectiveness of governmental operations by identi
fying where improvements are needed.

3. The interests of individual govermments in many fi
nancially assisted programs often cannot be isolated
because the resources applied have been commingled.
Different levels of govermment share common inter-
ests in many programs. Therefore an audit should jbe
designed to satisfy both the common and discrete
accountability interests of each contributing gov-
ernment.

6. Cooperation by Federal, State, and local governmernts
in auditing programs of common interest with a mini-
mun of duplication is of mutual benefit to all con
cerned and is a practical method of auditing intern
governmantal operations.

7. Auditors may rely upon the work of auditors at
other levels of govermment if they satisfy them-
selves as to the other auditors' capabilities by
appropriate tests of their work or by other accept
able methods.

An inherent assumption that underlies all the standards
is that governments will cooperate in making audits in which
they have mutual interests, For many programs that are fed-
erally assisted, it would be neither practical nor economigcal
to have every auditoriat every level of government do his
own background research on the laws, regulations, objectives,
and goals of his segment of the program. Therefore, to pro-
vide the auditor with the necessary background information
and to guide his judgment in the application of the accom-
panying standards, Federal or State agencies that request
State, local, oxr other levels to make audits are expected
to prepare broad, comprehensive audit instructions, tai-
lored to particular programs or program areas.
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The content of such audit guidance should include a
digest of, or as a minimum, citations to applicable statutes,
regulations, instructions, manuals, grant agreements, and
other program documents; identification of specific audit
objectives and reporting requirements in terms of matters
of primary interest in such areas as program compliance,
economy, and effectiveness; and other audit guidelines
covering specific areas in which the auditor is expected
to perform.
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PART II--SUMMARY

Part II is a summary of the standards. Parts III,
1V, and V explain the standards more fully.

PART III--GENZRAL STANDARDS

1. The full scope of an audit of a governmental pro
gram, functicn, activity, or organization should
encompass:

a. An examination of financial transactions,
accounts, and reports, including an evalu-
ation of compliance with applicable laws and
regulations.

b. A review of efficiency and economy in the use
of resources,

¢. A review to determine whether desired results|are
effectively achieved.

In determining the scope for a particular audit,
responsible officials should give consideration to
the needs of the potential users of the results of
that audit.

2. The auditors assigned to perform the audit must
collectively possess adequate professional profi-
ciency for the tasks required.

3. In all matters relating to the audit work, the
audit organization and the individual auditors
shall maintain an independent attitude.

4. Due professional care is to be used in conducting
the audit and in preparing related reports.

PART 1V--EXAMINATION AND EVALUATION STANDARDS

1. Work is to be adequately planned.

2, Assistants are to be properly supervised,
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3. A review is to be made of compliance with legal
and regulatory requirements.

4. An evaluation is to be made of the system of
internal control to assess the extent it can be
relied upon to ensure accurate information, to
ensure compliance with laws and regulations, and
to provide for cfficient and effective operations.

5. Sufficient, competent, and relevant evidence is to
be obtained to afford a reasonable basis for the
auditor's opinions, judgments, conclusions, and
recommendations.,

PART V--REPORTING STANDARDS

1. Written audit reports are to be submitted to the
appropriate officials of the organizations
requiring or arranging for the audits. Copies
of the reports should be sent to other officials
who may be responsible for taking action on audit
findings and recommendations and to others
responsible or authorized to receive such reports.
Unless restricted by law or regulation, copies
should also be made available for public inspection.

2. Reports are to be issued on or before the dates
specified by law, regulation, or other arrangement
and, in any event, as promptly as possible so as
to make the information available for timely use
by management and by legislative officials.

3. Each report shall:
a. Be as concisc as possible but, at the same
time, clear and complete enough to be under-

stood by the users,

b. Present factual matter accurately, completely,
and fairly.

c. Present findings and conclusions objectively

and in language as clear and simple as the
subject matter pcrmits.
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d. Include only factual information, findings, and
conclusions that are adequately supported by
enough evidence in the auditor's working papers
to demonstrate or prove, when called upon, the
bases for the matters reported and their
correctness and reasonableness. Detailed
supporting information should be included in the
report to the extent necessary to make a
convincing presentation.

e. Include, when possible, the auditor's recom-
mendations for actions to effect improvements
in problam areis noted in his audit and to other-
wise make improvements in operations, Infor-
mation on underlying causes of problems reported
should be incluced to assist in implementing or
devising corrective actions.

f. Place primary emphasis on improvement rather
than on criticism of the pasE; critical
comments should be presented in balanced
perspective, recognizing any unusual diffi-
culties or circumstances faced by the opera-
ting officlals concerned.

g. ldentify and e*plain lssues and questions
needing further study and consideration by the
auditor or others,

h. Include recognition of noteworthy accomplish-
ments, particularly when management improvements
in one program or activity may be applicable
elsewhere,

i, Include recognition of the views of responsible
officials of the organization, program, function,
or activity audited on the auditor's findings,
conclusicns, and recommendations. Except where
the possibility of fraud or other compelling
reason may reqqire different treatment, the
auditor's tentative findings and conclusions
should be revie&ed with such officials., When
possible, withoht undue delay, their views should
be obtained in Mriting and objectively considered
and presented in preparing the final report.
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j. Clearly explain the scope and objectives of the
audit.

k. State whether any significant pertinent infor-
mation has been omitted because it is deemed
privileged or confidential. The nature of such
information should be described, and the law
or other basis under which it is withheld
should be stated.

4. Each audit report containing financial reports
shall:

a. Contain an expression of the auditor's opinion
as to whether the information in the financial
reports is presented fairly in accordance with
generally accepted accounting principles (or
with other specified accounting principles
applicable to the organization, program, func-
tion, or activity audited), applied on a basis
consistent with that of the preceding reporting
period. If the auditor cannot express an
opinion, the reasons therefor should be stated
in the audit report.

b. Contain appropriate supplementary explanatory
information about the contents of the financial
reports as may be necessary for full and informa-
tive disclosure about the financial operations of
the organization, program, function, or activity
audited., Violations of legal or other regulatory
requirements, including instances of non-
compliance, and material changes in accounting
policies and procedures, along with their effect
on the financial reports, shall be explained in
the audit report.

9
Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6



for D108k
Approved For Release 2002/01/08 : CIA-RDP83-p100 00010007(1)001-6
|
PART III--GENERAL STANDARDS i
CHAPTER 1

SCOPE _OF AUDIT WORK

The first general standard for governmental auditing
is:

The full scope of an audit of a govern=-
mental program, function, activity, or
organization should encompass:

1. An examination of financial transactions, ac-
counts, and reports, including an evaluation
of compliance with applicable laws and regula-
tions.

2. A review of efficiency and economy in the use
of resourices.

3. A review to determine whether desired results |are

effectively achieved.
In determining the scope for a particular audit, |
resporsible officials should give consideration '
to the needs of the potential users of the results
of the audit.

This standard places on officials who authorize and
prescribe the scope of governmental audits the responsibil.
ity for providing for audit work that is broad enocugh to
fulfill the needs of all potential users of the results of
such audits. The standard is not intended to prevent such
officials from authorizing specific assignments of parts of
the total scope of the audit work required by the standard
or from authorizing special audits, nor is it intended to
p®vent auditors from performing such audits. However,
those responsible for authorizing governmental audits are
charged with the knowledge that, for most governmental pro:
grams, their full responsibility for obtaining audit work is
not discharged unless the full scope of audit work set forth
in the standard is performed.

Approved For Release 2002/01/081:0CIA-RDP83-01004R00010007C!)001-6




Approved For Release 2002/01/08 : CIA-RDP83-01004R0Q@400070001-6

The general objectives of the above categories of audit
work are as follows:

1. Examinations of financial transactions, accounts,
and reports and compliance with applicable laws and
regulations shall include sufficient audit work to
determine whether:

a. The audited entity is maintaining effective con-
trel over revenues, expenditures, assets, and
liabilities.

b. The audited entity is properly accounting for re-
sources, liabilities, and operations.

c. The financial reports contain accurate, reliable,
and useful financial date and are fairly pre-
sented.

d. The entity is complying with the requirements of
applicable laws and regulations.

2. A review of efficiency and economy shall include in-
quiry into whether, in carrying out its responsibili-
ties, the audited entity is giving due consideration
to conservation of its resources and minimum expendi-
ture of effort, Examples of uneconomical practices or
inefficiencies the auditor should be alert to include:

a. Procedures, whether officially prescribed or
merely followed, which are ineffective or more
costly than justified.

b. Duplication of effort by employees or between or-
ganizational units.,

c. Performance of work which serves little or no
useful purpose.

d. Inefficient or uneconomical use of equipment.

e, Overstaffing in relation to work to be done.

f. Faulty buying practices and accumulation of un-
needed or excess quantities of property, materi-
als, or supplies.

11
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g. Wasteful use of resources.

Efficiency and economy are both relative terms and it
is virtually impossible to give an opinion as to
whether an organization has reached the maximum pyac-
ticable level of either. Therefore it is not contem-
plated in these standards that the auditor will be
called upon to give such an opinion.

v

3. A review of the results of programs or activities
shall include inquiry into the results or bemefits
achieved and whether the programs or activities afe
meeting established objectives. The auditor shoulld

consider:
a. The relevarce and validity of the criteria used
by the audited entity to judge effectiveness in

achieving program results,

b. The appropriateness of the methods followed by
the entity to evaluate effectiveness in achiev
ing program results.

c. The accuracy of the data accumulated.
d. The reliability of the results obtained.

In some cases an auditor may be asked to participatq in
a program evaluation effort by accumulating data himself for
evaluation of a program or activity under audit. When such
work is to be done on a coordinated basis, the evaluatior
techniques should be uniformly prescribed for the whole pgro-
gram at some central level. The auditors at the various
program sites should only be required to accumulate data
and compare it with the prescribed measures. To do other-
wise would be economically unfeasible and would lead to wide
variations in the measurements applied to similar projects
by different auditors.

12
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CHAPTER 2

QUALIFICATIONS

The second general standard for governmental auditing
is:

The auditors assigned to perform the au-
dit must collectively possess adequate
professional proficiency for the tasks
required.

This standard places upon the auditor the responsibil-
ity for ensuring that the audit is conducted by personnel
who collectively have the skills necessary for the type of
audit that is to be performed.

The qualifications of the staff assigned to the audit
should be commensurate with the scope and complexities of
their audit assignments. Audits vary in purpose and scope.
Some require an opinion on financial statements and the
evaluation of compliance with specific laws and other re-
quirements; others require reviews of efficiency and economy
or effectiveness in achieving program results; still others
require some or all of these three elements of audit work.
Performing all three elements of audit work, in some cases,
will require a wide variety of skills. The need for diverse
skills may require cooperative audits by different audit
organizations whose personnel collectively have the required
capabilities.-

Because there are variations in program objectives and
organizational forms, as well as differences in laws, rules,
and regulations applicable to such programs, the qualifica-
tions mentioned herein should apply to the skills of the
audit organization as a whole and not necessarily to indi-
vidual auditors. Thus, if an organization possesses person-
nel or consultants with acceptable skills in accounting,
statistics, law, engineering, actuarial science, and related
skills, each individual member of the organization need not
himself possess all of these skills,

Requirements for staffs performing government audits
are:

1. A basic knowledge of auditing theory and procedures
and the education, ability, and experience to apply
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such knowledge to the type of auditing work re-
quired for the task at hand.

2. A basic knowledge of governmental organization and '
operation, This knowledge may be acquired by ap-
propriate education, study, or experience.

| |

3. Skills appropriate for the work required in the au~|
dit, For audiﬁing financial reports which lead to
an opinion, the auditor must be proficient in ac-
counting. Language setting forth the qualifica-
tions for indeéendent public accountants who wish
to perform such work is included in appendix I.

For other types of auditing work, the skills of the

auditors must be appropriate for the work to be f

done., For instance:

a. If the work requires use of statistical tech-
niques, the audit staff must include persons
having the appropriate statistical skills. I
These skills may be possessed by staff members
or by consultants to the staff.

b. If the work requires extensive review of comput-.
erized systems, the audit staff must include
persons having the appropriate computer skills.,
These skills may be possessed by staff members |
or by consultants to the staff,

c¢. If the work involves review into complex engi-
neering data, the audit staff must include per-
sons having the appropriate engineering skills.
These skills may be possessed by staff members |
or by consultants to the staff. !

14 T
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CHAPTER 3

INDEPENDENCE

The third general standard for governmental auditing

In all matters relating to the audit

work, the audit organization and the

individual auditors shall maintain an
independent attitude.

This standard places upon the auditor and the audit
organization the responsibility for maintaining sufficient
independence so that their opinions, conclusions, judgments,
and recommendations will be impartial. If the auditor is
not sufficiently independent to produce unbiased opinions,
conclusions, and judgments, he should state in a prominent
place in the audit report his relationship with the orga-
nization or officials being audited.l

The auditor should consider not only whether his own
attitudes and beliefs permit him to be independent but also
whether there is anything about his situation which would
lead others to question his independence. Both situations
deserve consideration since it is important not only that
the auditor be, in fact, independent and impartial but also
that other persons will consider him so.

There are three general classes of impairments that
the auditor needs to consider; these are personal, exter-
nal, and organizational impairments. If one or more of
these are of such significance as to affect his ability to
perform his work and report its results impartially, he
should decline to perform the audit or indicate in his re-
port that he was not fully independent.

PERSONAL IMPAIRMENTS

There are some circumstances in which an auditor can-
not be impartial because of his views or his personal
'situation. These circumstances might include:

lIf the auditor is not fully independent because he is an
employee of the audited entity, it will be adequate disclo-
sure to so indicate. If the auditor is a practicing cer-
tified public accountant, his conduct should be governed by
the AICPA '"Statements on Auditing Procedure."

15
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1. Relationships of an official, professional, and/¢r
personal nature that might cause the auditor to
1imit the extent or character of his inquiry, to
1imit disclosure, or to weaken his findings in any
way.

2. Preconceived ideas about the objectives or quality
of a particular operation or personal likes or d;s-
likes of individuals, groups, OT objectives of a
particular program.

3. Previous involvement in a decisionmaking or manage-
ment capacity in the operations of the governmenftal
entity or program being audited.

o

. Biases and prejudices, including those induced by
political or social convictions, which result from
employment in or loyalty to a particular group, [en-
tity, or level of government.

5. Actual or potential restrictive influence when the
auditor performs preaudit work and subsequently
performs a post audit. |

6. Financial interest, direct or indirect, in an orga-
nigzation or facility which is benefiting from the
audited programs.

EXTERNAL IMPAIRMENTS

External factors can restrict the audit or impinge on
the auditor's ability to form independent and objective
opinions and conclusions. For example, under the folloy-
ing conditions eitHer the audit itself could be adversely
affected or the auditor would not have complete freedom| to

make an independent judgment.l

1. Interference or other influence that improperly| or
imprudently eliminates, restricts, or modifies fthe
scope or character of the audit.

tions on the scope of the work. In such cases the limita-
tion should be identified in the auditor's report. |

|
i
i

lgome of these situations may constitute justifiable lﬁmita—
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2. Interference with the selection or application of
audit procedures or the selection of activities to
be examined.

3. Denial of access to such sources of information as
books, records, and supporting documents or denial
of opportunity to obtain explanations by officials
and employees of the goverumental organization,
program, or activity under audit.

4. Interference in the assignment of personnel to the
audit task.

5. Retaliatory restrictions placed on funds or other
resources dedicated to the audit operation.

6. Activity to overrule or significantly influence the
auditor's judgment as to the appropriate content of
the audit report. '

7. Influences that place the auditor's continued em-
ployment in jeopardy for reasons other than compe-
tency or the need for audit services.

8. Unreasonable restrictions on the time allowed to
competently complete an audit assigmment.

ORGANTZATIONAL IMPAIRMENTS

The auditor's independence can be affected by his
place within the organizational structure of governments.
Auditors employed by Federal, State, or local government
units may be subject to policy direction from superiors who
are involved either directly or indirectly in the govern-
ment management process. To achieve maximum independence,
such auditors and the audit organization itself not only
should report to the highest practicable echelon within
their govermment but should be organizationally located
outside the line-management function of the entity under
audit,

These auditors should also be sufficiently removed from
political pressures to ensure that they can conduct their
auditing objectively and can report their conclusions com-
pletely without fear of censure. Whenever feasible they

17
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should be under a system which wlll place decisions on com
pensation, training, job tenure, and advancement on a merit
basis.

When independent public accountants or other inde-
pendent professionals are engaged to perform work that in-
cludes inquiries into compliance with applicable laws and
regulations, efficiency and economy of operations, or
achievement of program results, they should be engaged by
someone other than the officials responsible for the direc
tion of the effort being audited. This practice removes the
pressures that may result if the auditor must criticize th
performance of those who engaged him. To remove this ob-
stacle to independence, governments should arrange to have
such auditors engaged by officials not directly involved in
operations to be audited.

£

18
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CHAPTER 4

DUE PROFESSTONAL CARE

The fourth general standard for governmental auditing
is:

Due professional care is to be used in
conducting the audit and in preparing
related reports,

This standard places upon the auditor and the audit or-
ganization the responsibility for employing high profes-
slonal standards in performing the work required in making
examinations of governmental entities,

This standard does not imply unlimited responsibility
for disclosure of irregularities or noncompliance; neither
does it imply infallibility on the part of either the audit
organization or the individual auditor. The standard does
require professional performance of a quality appropriate
for the complexities of the audit assignment undertaken,

The standard imposes upon the auditor a requirement to
be alert for situations or transactions that could be indic-
ative of fraud, improper or 1llegal expenditures or opera-
tions, inefficiency, waste, or lack of effectiveness. It
does not, however, require that the auditor glve absolute
assurance that no material impropriety exists; nor does it
require that a detailed audit of all transactions normally
be undertaken,

The audit process should not be considered as a substi-
tute for internal control, Tt is management's responsibil-
ity to institute adequate procedures and controls to prevent
irregularities and improprieties and to encourage adherence
to adopted policies and prescribed requirements. Auditing
is primarily a test of these procedures and controls and is
not a substitute for them.

Exercising due professional care means using good judg-
ment in the choice of tests and procedures and doing a good
job in applying them and in preparing reports, As a minimum
the choice of tests and procedures requires consideration of:

1. What is necessary to achieve the audit objectives.

19
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2. Relative materiality or importance of matters to
which the procedures will be applied.

3. Effectiveness of internal controls.

4. Cost of the work being performed in relation to the
benefits to be derived.

The quality of audit work and related reports depends
upon the degree to which:

1. Tests ard procedures are properly applied by compe-
tent persons.

2. Findings and conclusions are based on an objective
evaluation of all pertinent facts.

3. Factual statements and conclusions contained in re:
ports are fully supported by information obtained
or developed during the audit.

4. The audit process conforms with the examination and
evaluation standards prescribed in part IV and the
reporting standards prescribed in part V.

3

5. A critical review is performed at every level of

supervision of the work done and of the judgment

exercisad by those assisting in the examination. !

Due professional care also includes obtaining a mutuall
understanding of the audit scope and objectives with the
audited entity and those authorizing the audit if differen
from the entity. It also includes obtaining a good working
understanding of the operations to be audited and any availl-
able underlying criteria of performance (including pertinent
laws and regulations) to be utilized for evaluation purposes.
When the established criteria for performance are vague, the
auditor should attempt to obtain authoritative interpreta-
tion of the criteria. If the auditor is required to se-
lect measurement criteria, he should strive to reach agreeg
ment on the appropriateness of these measures with the in+
terested parties. »

(a3

Due professional care also includes followup work on
findings resulting from similar audits made previously to
determine whether appropriate corrective measures have been
taken.

20 :
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PART IV-_EXAMINATION AND EVALUATION STANDARDS

CHAPTER 1

PLANNING

The first examination and evaluation standard for gov-
ernmental auditing is:

Work is to be adequately planned.

This standard places upon the auditor or audit organi-
zation the responsibility for performing sufficient advance
planning to provide a basis for an effective audit. The
auditor should see that necessary or desired work steps are
Systematically laid out so that they can be understood by
all levels in the audit structure, which will minimize the
expenditure of staff time and resources on unnecessary work,

Planning in intergovernmental auditing is especially
important because, in many instances, the audit work per-
formed at one level of government should be correlated with
work performed at other levels of government, all or some of
which may have an interest in, or a statutory requirement to
review, the discharge of financial, management, or program
accountability of a single organization, function, activity,
or program, When such correlation is necessary, it is
essential that planning be done by some central agency which
will set the objectives of the work so that the scope of the
participatory audits done at individual program sites will
be comparable and the results can be consolidated.

Where the required work includes reviews into the ef_
ficiency, economy, or achievement of desired results, ade-
quate planning is especially important because the proce-
dures employed in such audits are more varied and complex
and, thus, more care is needed to select the appropriate
procedures for the case at hand. Finally, planning is im-
portant to ensure that the results of the audit will sat—
isfy the objectives of the audit.

Adequate planning shoula include planning for:

1, Coordination with other governmental auditors,
when appropriate.

21
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2. Persormel to be used on the assignment.

3. Work to be performed.

4. The format and general content of the report to
be issued.

COORDINATION i
I

In govermnmental auditing there frequently is a need for
participatory eudit work by groups of auditors at different
locations who often are associated with an entity other than
the one directing the auditors planning the audit work.
This situation frequently involves audits of Federal gran
under which the grantee is required to have audits made a
to provide reports on such audits to the grantor. The situ-
ation also arisies when a central audit agency having several
field offices makes an audit of a program or activity tha
is being carried out at various locations and uses its field
offices to make the audits at specific locations. Very
careful planning by the central agency directing the audit
is necessary if such audits are to be performed effectively
and economically.

[e R T}

Planning for such coordinated audits must be tailored
to the specific objectives of the audit. Ordinarily the
central agency should specify such things as the laws an
regulations that are to be considered by the auditor in re-
viewing compliance; the goals, objectives, and criteria of
the program that are to be used in the review of program§
results; and the particular aspects of economy and effi-
ciency that are to be considered in that part of the audit.
Unless such planning is carefully performed and communicated
to the participating audit staffs, the results of the audit
are likely to be below the needs and expectations of the

if-
of

central agency. Unplanned audit effort also will offer
ficult problems in comparing or consolidating the result

audits from various locations. |

Furthermore, much of the planuning necessary for a cd
ordinated audit can only be done efficiently and economi
cally at the central-agency level. Researching the laws jand
regulations applicable to a program and presenting clear,
concise audit objectives is challenging and time-consuming
work. To leave such work to each participating audit staff
would result in excessive duplication and hence unacceptgble
additional cost. Moreover, some audits in which part of |a
transaction must be audited at one location and part at

R

|
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another require even closer coordination if more than one
audit staff does the work. The preparation of detailed
guides for such audits is an integral part of the standard
that audits should be properly planned.'?!

MULTIPLE-USE AUDITS

In some cases audits of the same organizations, pro-
grams, activities, or functions may be required by Federal
law or regulation, State law or regulation, and/or munici-
pal ordinances. Whenever practicable, planning for such
audits should include planning for the requirements of all
levels of government with the objective of making one audit
scrve the needs of all interested governmental levels.

PERSONNEL
Planning for use of personnel should include:

1. Assigning qualificd staff having education and ex-
perience commensurate with the nature of the audit
work required to be performed.

2. Efficiently employing the staff, including the as-
signment of a sufficient number of experienced work-
ers and appropriate numbers and levels of supervi-
sors. The planning should also include securing the
services of outside consultants when necessary.

3. Providing appropriate on-the-job training for in-
experienced personnecl.

WORK TO BE PERFORMED

A written audit program should be prepared for each au-
dit to provide for cffective communication of the objectives
of the audit to all staff members, to facilitate control of
the audit work during the review phase, and to provide a
permanent record of the audit plan. The information needed

1

A publication issued in 1972 by the American Institute of
Certified Public Accountants provides guidance for use in
preparation of audit guides. The publication is entitled
"Suggested Guidelines for the Structure and Content of Au-
dit Guides Prepared by TFederal Agencies For Use by CPA's."

23
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by the auditor to prepare a satisfactory audit program :
should vary with the types of audit and the entities to be
audited; however, in most cases it is advisable to precede
the preparation of the audit program with a survey of the
entity to be audited to obtain basic working information
about its operations and practices.

A skillfully performed survey should provide informa-
tion about the size and scope of the entity's activities arid
any areas in which there may be weaknesses in internal con-+
trols, uneconomical or inefficient operations, lack of ef-
fectiveness in achieving prescribed goals, or lack of com-
pliance with applicable laws and regulations. However, tests
to determine the significance of such matters are to be pey-
formed in the detailed audit work and should be carefully set
out in the audit program.

The audit program should ordinarily provide such infox-
mation as:

1. Purpose and scope--The purpose of the audit and itg
scope stould be described, and information should be
providec as to whether the work is to include one or
more of the three elements of an audit--financial
and compliance, economy and efficiency, or program
results.

2. Background--Information should be provided about the
legal authority for the existence and operation of,
the organization, program, function, or activity to
be audited, its sources of revenue, principal locar
tions, and similar items needed to understand the
objectives and operational characteristics of its
work, 1

3. Definition of terms--Definitions and explanations

e — L,
T

should »e included for any unique terms or abbrevia-
tions used by the audited organization, program,
activity, or function,

4. Objectives of the audit--A carefully drawn statement
of what the auditor is expected to produce as a rer
sult of his audit should be provided. This state-
ment should be clearly expressed--ambiguous words
should be carefully avoided--so that the auditor
knows on what issues he is expected to reach con-

clusions. In financial and compliance audits, the

24
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financial reports to be examined should be specified
and the principal laws and regulations to which com-
pliance is to be determined should be specified. 1In
audits of program results, the criteria prescribed

for evaluating the effectiveness of the program should
be clearly set out.

5. Procedures--For many audits it is desirable to pre-
scribe procedures for the auditor to follow in
achieving the audit objectives. When multilocation
programs involving program effectiveness are to be
performed at a number of locations, the audit organi-
zation planning the work centrally should ordinarily
prescribe very specific methods to be followed in the
examination to be sure that the data obtained from
all participating locations will be comparable. How-~
ever, this should be done in a manner that does not
restrict the auditor's professional judgment. Audit
programs should never be used as a blind checklist
or in a way that stifles initiative, imagination,
and thoroughness in performing an audit.

6. Report--The audit program should set forth the gen-
eral format to be followed in the auditor's report
and a general discussion of the type of information
desired in it,

ACCESS TO WORKING PAPERS

Arrangements should be made to ensure that working
papers will be made available upon request to other govern-
mental audit staffs and auditors who follow at later dates.
A provision relative to access of working papers should be
written into all contractual arrangements for governmental
audits,

25
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CHAPTER 2

SUPERVISION

The second examination and evaluation standard for ggv-
ernmental auditing is:

Assistants are to be properly supervised.

This standard places upon the auditor or audit organi
zation the responsibility for ensuring that less skilled
staff members receive appropriate guidance in the perform-
ance of their work.

The most effective way to control the quality and to
expedite the progress of an assignment is by exercising
proper supervision from the start of the preparatory work to
the completion of the report draft. Supervision adds sea-
soned judgment to the work performed by less experienced
members of the staff and provides necessary training for
such staff memters.

The assignment and use of assistants 1s an important
factor in achieving the established objectives in a satisd
factory manner. Since training, experience, and other quali-
ficatlons vary among auditors, specific work assignments
must be commensurate with abilities.

Supervisors should see that assistants have a clear
understanding of their assigned tasks before they start th
work. Assistants should be informed not only of what worl
they are to do and the way they are to proceed but also of
what the work ls expected to accomplish. With a seasoned
staff the supervisor's part may be more general in charac+
ter. He may outline the broad course of the work and leave
details to assistants. With a less experienced staff the
supervisor may have to go into many of the details himsel
and instruct his staff specifically as to what they are t
do and how they are to do it,

=

e

TV Y

LY 1)

Supervisory review should be directed to both the sup-
stance and the method of auditing. The review should enspre
that (1) conformance with audit standards is obtained,
(2) the audit programs are followed, unless deviatlon is
justified and authorized, (3) the working papers adequately
support findings and conclusions, (4) the working papers

26
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CHAPTER 3

LEGAL AND REGULATORY REQUIREMENTS

The third examination and evaluation standard for gov-
ernmental auditing is:

A review is to be made of compliance with
legal and regulatory requirements.

In governmental auditing, compliance with pertinent
laws and regulations is particularly significant because
government organizations, functions, programs, or activi-
ties are creatures of law and have more specific rules and
regulations than are usually applicable to private organiza-
tions.,

This standard places upon the auditor the responsibil-
ity for determining whether the organization, program, func-
tion, or activity under audit has complied with the require-
ments placed upon it by pertinent laws and regulations. In
reviewing complianceé with pertinent laws and regulations, the
auditor should consider not only statutes and implementing
regulations but also the related legislative history, legal
opinions, court cases, and regulatory requirements, includ-
ing such documents as grant or loan agreements.

When the auditor is at the central-agency level, he
should ordinarily take the responsibility for determining
the laws and regulations which should be considered in the
audit. When grants from another level of government are
involved, legal and regulatory requirements should ordinar-
ily be obtained from that level and should be made avail-
able through audit guides to the grantee's auditor. To do
otherwise would result in substantial duplicate work in
cases in which there are two or more entities to be audited.
Furthermore, the grantor is familiar with these statutes and
requirements and can provide them and the related supporting
data with far less effort than would be required by the
grantee's auditor.

In making his review, the auditor at the central-
agency level should select and review those laws and regula-
tions which have a direct bearing or a significant impact
upon the entity to be audited or its operations., The laws
and regulations which may apply to a specific government

28
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provide adequate data to prepare a meaningful report, and,
(5) the auditor will accomplish the audit objectives. Do¢u-
mentation of supervisory reviews should be prepared and r%—
tained.

1
=
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b. Pertinent correspondence from grantors and grant-
ees.

c. Memorandums of meetings held to discuss the
grants.

d. The grant documents, including amendments.
e, Grant regulations.
f. Grant budgets and supporting schedules.

The nature and purpose of the review of legal and ad-
ministrative requirements will tend to vary with the ele-
ment of auditing being performed.

Financial and compliance--The auditor is to test

the financial transactions and operations of the au-
dited organization, program, function, or activity to
determine whether that entity is in compliance with
pertinent laws or regulations. The auditor also is to
make a review to satisfy himself that the audited en-
tity has not incurred significant unrecorded liabili-
ties (contingent or actual) through failure to comply
with, or through violation of, pertinent laws and
regulations.

Economy and efficiency--The auditor is to make

a review of the laws and regulations applying to any
aspect of the audited organization, program, function,
or activity in which he attempts to make a judgment
regarding whether existing practices can be made
significantly morc efficient or economical. Such a
review is needed because determinations of how the
entity's tasks can be accomplished more efficiently
and economically cannot be done properly without an
understanding of the purpose of the entity and what

it is legally rcquired to do. Such a review is needed
also to provide the auditor with information on
constraints on the cntity's authority to change its
practices to make them more efficient and economical.

Program results--The auditor is to review the laws

and regulations pertaining to the goals and ob-
jectives of the audited entity's programs or activi-
ties in sufficient depth to gain a working understand-
ing of the results that are expected from the programs

30
Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6



P Am,
Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6

organization, program, function, or activity are often very
extensive, and the auditor cannot be expected to review
every law or regulation which may in some way impact on the
entity. Consequently, this type of review requires consid-
erable judgment. As a general rule, the auditor first
should find out from the audited entity's management the
legal and regulatory requirements it is required to follow
He then should make his own tests to determine whether any
requirements are being overlooked by the entity. Some
sources of information on legal and regulatory requirements
follow.

1. Legal or legislative data, including:
a. Basic legislation.
b. Reports of hearings.
c. legislative committee reports.
d. Annotated references from reference serﬁices

covering related court decisions and legal opin
ions. ' '

e. Historical data relating to the movements to
achieve the legislation and similar prior legis
lation.

T

f. State constitutions, statutes, resolutions, and
legislative orders.

g. Local charters, ordinances, and resolutions.

2., External administrative requirements, including:

[

a. Memorandums from Federal, State, or local admin
istrative agen01es,

b. Guidelines and other administrative regulatlons
affecting program operations from Federal,
State, or local agencies.

3. Grant arrangements, when grants are involved, in-
cluding: :

a. Proposals from grantees.
1
I
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CHAPTER 4

INTERNAL. CONTROL

The fourth examination and evaluation standard for gov-
ermmental auditing is:

An evaluation is to be made of the system
of internal control to assess the extent
it can be relied upon to ensure accurate
information, to ensure compliance with
laws and regulations, and to provide for
efficient and effective operations.

This standard places upon the auditor the responsibil-
ity for determining how much reliance he can place on the
audited entity's internal controls to ensure accurate in-
formation, ensure compliance with applicable laws and regu-
lations, promote efficiency and economy, and produce effec-
tive results. His findings will help him determine the ex-
tent of detailed examination work he must perform to achieve
the objectives of the audit.

Internal control comprises the plan of organization and
all the coordinate methods and measures adopted to safeguard
assets, check the accuracy and reliability of accounting
data, promote operational efficiency, and encourage adher-
ence to prescribed managerial policies. The term embraces
the policies, procedures, and practices established or en-
couraged by management as well as the plan of organization
and other measures intended to carry them out.

The characteristics of a satisfactory system of inter-
nal control would include:

1. A plan of organization that provides segregation of
duties appropriate for proper safeguarding of the
entity's resources.,

2. A system of authorization and record procedures ad-
equate to provide effective accounting control over
assets, liabilities, revenues, and expenses.

3, An established system of practices to be followed in
performance of duties and functions of each of the
organizational departments.

32
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or activities. He must also do sufficient testing to
determine whether the programs or activities are being
performed in conformity with applicable laws and regut
lations.

N
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4. Perscnnel of a quality commensurate with their re-
sponsibilities.

5. An effective system of internal review.

These elements, as important as each is in its own
right, are mutually reinforcing and all are so basic to ade-
quate internal control that serious deficiencies in any one
normally would preclude cffective operation of the system.

A complete review of internal controls as a specific
requirement would often be prohibitive in terms of avail-
able resources., Examining all such controls would not be
efficient auditing because of the irrelevance of some con-
trols to the basic issues which are the subject of the au-
dit effort. Therefore the auditor should concentrate his
attention on those controls which are important to the
issues being audited.

The extent of work required to adequately review in-
ternal control will vary with the element of an audit be-
ing performed.

Financial and compliance--A sufficient review is to
be made of internal controls to permit the auditor

to determine how much reliance he can place upon the
accounting records and reports to accurately portray
the financial condition of the organization, program,
function, or activity and to safeguard its resources.
The extent of his own tests of the accounting data
should be based upon his assessment of the reliability
of the audited entity's internal control. The review
should be sufficient to permit the auditor to deter-
mine whether policies, procedures, and practices are
consistent with the applicable laws and regulations
and whether the system of internal control can be
relied upon to provide reasonable assurance that such
policies and practices are being followed.

Efficiency and economy--The review is to include a
review of policies, procedures, practices, and inter-
nal controls applicable to any aspect of the activi-
ties in which the auditor attempts to make a judg-
ment regarding whether existing practices can be made
significantly more efficient or cconomical.
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Program results--The auditor is to review those policies
procedures, practices, and controls which have a specifi
bearing on ths attainment of the goals and objectives
specified by the law or regulations that created the
program, activity, function, or organization under audit],

O -

Internal review is an important part of internal control
and the auditor should look into such work in performing any
of the three audit elements listed above. The auditor should
consider the extent of the internal review work and the extent
to which that work can be relied upon to ensure that other asg-
pects of internal control are functioning properly. The audi-
tor should take full advantage of the products of the internal
review in making his audit.

In view of the wide range in the size, variety, and natyre
of govermmental organizations, programs, activities, and func-
tions, and in view of their organizational concepts and operat-
ing methods, no single pattern for internal review activitiez
can be specified. Many govermmental entities have internal
review activities identified by other names, such as inspection,
appraisal, investigation, organization and methods, and manage-
ment analysis. These activities are often in the nature of man~
agement services, and in varied ways they assist management in
currently supervising, advising, and reviewing designated func-
tions. To prevent duplication of effort, all auditors--regard-
less of their level of government--should use,to the maximum
practical extent, the work that other auditors or internal re-
view personnel have previously performed.
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CHAPTER 5

EVIDENCE

The fifth examination and evaluation standard for gov-
ernmental auditing is:

Sufficient, competent, and relevant evi-
dence is to be obtained to afford a rea-
sonable basis for the auditor's opinions,
Jjudgments, conclusions, and recommendations,

This standard places upon the auditor the responsibil-
ity for accumulating sufficient evidence to provide an
appropriate factual basis for his opinions, conclusions,
judgments, and recommendations.

Evidence needed to support the auditor's findings may
be (1) physical evidence obtained by observation, photo-
graph, or similar means, (2) testimonial evidence obtained
by interviewing or taking statements from involved persomns,
(3) documentary evidence consisting of letters, contracts,
extracts from books of account, and so forth, and (4) ana-
lytical evidence secured by analysis of information the
auditor has obtained.

Regardless of the type, the evidence involved should
meet the basic tests of sufficiency, competence, and rele-
vance. The auditor's working papers should reflect the de-
tails of the evidence he has relied upon and should disclose
the procedures he has employed in obtaining it.

SUFFICIENCY

Sufficiency is the presence of enough factual, adequate
and convincing evidence to lead a prudent person to the same
conclusion as the auditor. Determining the sufficiency of
evidence requires judgment, because there frequently is con-
flicting evidence and the auditor must make an impartial
judgment as to what position is supported by the weight of
evidence. When appropriate, statistical methods may be
employed to establish sufficiency.

There is no need for elaborate documentation to support
noncontroversial or insignificant points. For significant
matters, however, the auditor should gather sufficient evi-
dence to show the factors he relied upon to reach his con~
clusion.
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COMPETENGE

Competent evidence should be reliable and the best
attainable through the use of reasonable audit methods. In
evaluating the competence of evidence, the auditor should
carefully consider whether there is any reason to doubt its
validity or completeness. If there is reason for doubt, th
auditor should take additional measures tO authenticate the
evidence.

134

The following presumptions are useful in judging the
competence of evidence; however, these presumptions are not|
to be considered as sufficient in themselves to reach a
conclusion.

1. Evidence obtained from an independent source provides
greater assurance of reliability than that secured
from the audit organization.

2. Evidence developed under a good system of internal
control is more likely to be reliable than that
obtained where such control is weak or unsatisfac-
tory.

3, Evidence obtainesd by the auditor through physical
examination, observation, computation, and inspec-
tion is more reliable than evidence obtained indi-
rectly.

4, Original documents are more reliable than copies.
RELEVANCE

Relevance refers to the relationship of the information
to its use. The facts and opinions used to prove Or dis-
prove an ilssue must have logical sensible relationship to
that issue. Informaticn which does not have this relation
ship is irrelevant and therefore should not be included as

evidence to prove or disprove a point.
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WORKING PAPERS

Working papers serve as the connecting link between the
auditor's fieldwork and his report and, as such, should con-
tain the evidence accumulated in support of the conclusions
and recommendations included in the report. Auditors should
adopt reasonable procedures to ensure the safe custody and
retention of their working papers for a period of time
sufficient to satisfy pertinent legal and administrative
requirements,

General guidelines for the preparation of working pa-
pers follow.

1.

Completeness and accuracy--Working papers should be
complete and accurate in order to provide proper
support for findings, conclusions, and recommen-
dations and to enable demonstration of the nature
and scope of examination work, when necessary.

Clarity and understandability--Working papers should
be clear and understandable without supplementary
oral explanations, The information they reveal
should be clear and complete, but concise. Anyone
using the working papers should be able to readily
determine their purpose, the nature and scope of

the work done, and the preparer's conclusions.
Conciseness is important, but clarity and complete-
ness should not be sacrificed just to save time or
paper,

Legibility and neatness--Working papers should be
legible and as neat as practicable. Otherwise time
will be wasted in reviewing them and in preparing
reports. Sloppy working papers may lose their worth
as evidence. Crowding and writing between lines
should be avoided by anticipating space needs and
arranging the working papers before writing.

Pertinence--The information contained in working
papers should be restricted to matters which are
materially important, pertinent, and useful with
reference to the objectives established for the
assignment. There are no substitutes for a working
understanding of the specific objectives of the
audit, the reasons for performing a specific task,
and their relation to approved objectives. This
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knowledge comes from well-planned and well-organized
work programs and effective instruction by super-
visors. The practice of having all working papers
contain clear statements of purpose is very helpful
in ensuring that information accumulated is properly
tied to audit objectives and reporting.
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PART V--REPORTING STANDARDS

CHAPTER 1

FORM AND DISTRIBUTION

The first reporting standard for governmental auditing
is:

Written audit reports are to be submitted
to the appropriate officials of the orga-
nizations requiring or arranging for the
audits. Copies of the reports should be
sent to other officials who may be re-
sponsible for taking action on audit
findings and recommendations and to
others responsible or authorized to re-
ceive such reports. Copies should also
be made available for public inspection.

This standard provides that a written record of the re-
sults of each govermmental audit be prepared. The standard
is not intended to limit or prevent discussions of findings,
judgments, conclusions, and recommendations with persons who
have responsibilities involving the area being audited. On
the contrary, such discussions should be encouraged. However,
regardless of whether such discussions are held, a written
report should be prepared.

There are a number of reasons why written reports are
particularly necessary. Reports should be prepared in
written form (1) so that the results can be widely commu-
nicated to responsible officials at all levels of govern-
ment, (2) to make the auditor's findings and recommenda-
tions less susceptible to misunderstanding, (3) to make
the auditor's findings available for public inspection,
and (4) to facilitate subsequent followup work to deter-
mine whether appropriate measures have been taken in re-
sponse to the auditor's findings and recommendations.

39
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Distribution of audit reports should be to as many of
the interested officials as practicable, 1In some cases the
subject matter of the audit may involve material that is
classified for security purposes or is not releasable for
other valid reasons. As a general rule, however, the audi
report should be distributed to those officials having a di-
rect interest ia the results of the auditor's work. Such
officials include those designated by law or regulation to
receive such reports; those responsible, either directly o
in supervisory capacity, for taking action on the auditor'
findings and recommendations; legislators; and those of ot
er levels of government: that have provided funds to the au-
dited organization. Also, unless restricted by law or reg
ulation, copies of audit reports should be made available
for distribution to or inspection by interested members of
the public. '

ct

?‘UJH

When independent public accountants are engaged, it
shall be the responsibility of the engaging organization to
ensure that appropriate distribution is made to interesteﬁ
parties. If it is desired that the public accountants ma&e
the distributicn of their report, arrangements for such dis-
tribution should be made a part of the engagement agreement
indicating precisely what officials or organizations shal
receive the report.
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CHAPTER 2

TIMELINESS

The second reporting standard for govermmental auditing
is:

Reports are to be issued on or before the
dates specified by law, regulation, or
other arrangement and, in any event, as
promptly as possible so as to make the
information available for timely use by
management and by legislative officials.

To be of maximum use, the audit report must be as
timely as possible. The auditor should realize thet every
day delayed in issuing his report diminishes its value;
therefore he should plan and conduct his work with the ob-
jective of reporting the results of his work in the shortest
feasible time.

The auditor should consider interim communication of
significant matters to appropriate officials during the
course of his audit work. Such communication is not a sub-
stitute for a final written report, but it does alert of-
ficials to matters needing correction at an earlier date and
permits these officials to instigate corrective measures
earlier than is possible if the auditor's findings and rec-
ommendations are withheld until his final report is com-
pleted.

41
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CHAPTER 3

CONTENT

The third reporting standard for govermmental auditing
is:

All reports shall:

1, Be as concise as possible but, at the
same time, clear and complete enough
to be understood by the users,

2, Present:factual matter accurately,
completely, and fairly.

3, Present findings and conclusions ob-
jectively and in language as clear
and simple as the subject matter per-
mits,

4, TInclude only factual information,
findings, and conclusions that are
adequately supported by enough evi-
dence in the auditor's working papers
to demohstrate or prove, when called
upon, the bases for the matters re-
ported and their correctness and rea-
sonablehess. Detailed supporting in-
formation should be included in the
report to the extent necessary to
make a convincing presentation.

5. Include, when possible, the auditor's
recommendations for actions to effect
improvements in problem areas noted in
his audit and to otherwise make im-
provements in operations, Information
on underlying causes of problems re-
ported should be included to assist in
implementing or devising corrective
actions,

6. Place primary emphasis on improvement

rather than on criticism of the past;
critical comments should be presented

42
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in balanced perspective of any unusual
difficulties or circumstances faced
by the operating officials con-
cerned,

7. Identify and explain issues and ques-
tions needing further study and con-
sideration by the auditor or others,

8. Include recognition of noteworthy ac-
complishments, particularly when man-
agement improvements in one program or
activity may be applicable elsewhere,

9. Include recognition of the views of re-
sponsible officials of the organization,
program, function, or activity audited on
the auditor's findings, conclusions, and
recommendations., Except where the pos-
sibility of fraud or other compelling
reason may require different treatment,
the auditor's tentative findings and
conclusions should be reviewed with such
officials. When possible, without undue
delay, their views should be obtained in
writing and objectively considered and
presented in preparing the final report,

10. Clearly explain the scope and objec-
tives of the audit.

11. State whether any significant perti-
nent information has been omitted be-
cause it is deemed privileged or con-
fidential., The nature of such in-
formation should be described, and
the law or other basis under which it
is withheld should be stated,

This standard places upon the auditor the responsibil-
ity for preparing a report that will be easy to understand,
will present the scope of the audit and the auditor's find-
ings and conclusions in an objective and complete manner
with appropriate support for positions taken, and will
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provide recommendations for improvement whenever feasible
and appropriate.

CONCISENESS

The reports shoﬁld be no longer than necessary to com-
municate the information the auditor is reporting. Reports
should not be mired down with too much detail-~-words, sen
tences, paragraphs, or sections that do not clearly tie i
with the report messages. Too much detail detracts from
the reports, may even conceal the real messages and may
confuse or discourage readers.

T

o

Although there is room for considerable judgment in
determining the contént of reports, it should be kept in
mind that reports which are complete, but still concise,

are more likely to receive attention,

ACCURACY, COMPLETENESS, AND FATRNESS

Report preparation, review, and processing procedures
should be applied to produce reports that contain no erragrs
of facet, logic, or reasoning.

The need for accuracy is based on the need to be fair
and impartial in reporting and to assure users and readetns
of reports that what is reported is reliable. One inac-
curacy in a repert cgn cast doubt on the validity of an en-
tire report and can divert attention from the substance qf
the report,

Although reports should be concise, they should not
be so concise that they do not fully inform the user. Re-
ports should contain sufficient information about findings,
conclusions, and recommendations to promote adequate under-
standing of the matters reported and to provide convinc-
ing, but fair, presentations in proper perspective. Suffi-
cient amounts of badkground information should also be inp-
cluded. |

Readers should not be expected to possess all the same
facts that the auditor has, and therefore reports should
not be written on the bases that the bare recitals of facts
make the conclusions reached obvious or inescapable. If
the auditor hes conclusions or opinions that he wants the
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readers to know about, he should state them specifically
rather than leave them to be inferred by the readers,

OBJECTIVITY

Findings should be presented in an objective and un-
biased manner and should include sufficient information on
the subject matter to provide readers with proper perspec-
tive, The objective is to produce reports which are fair
and not misleading and which, at the same time, place pri-
mary emphasis on matters needing attention, The auditor
should guard against the tendency to exaggerate or over-
emphasize deficient performance noted during his review.

The information needed to provide proper report balance
and perspective should include:

1. Appropriate information as to why the examination
was made,

2. Information about the size and nature of the activ-
ities or programs to which findings relate so as to
provide perspective against which the significance
of the findings can be judged,

3, Correct and fair descriptions of findings so as to
avoid misinterpretation and misunderstanding. In-
formation should be included on the size of tests
and the methods of selecting items to test so that
the readers may relate such information to the
total activity and to the findings,

ADEQUATE SUPPQRT

All factual data, findings, and conclusions in reports
should be supported by enough objective evidence to demon-
strate or prove the bases for the matters reported and
their accuracy or reasonableness, Except as necessary to
make convincing Presentations, detailed supporting data
need not be included in reports,

Opinions and conclusions in reports should be clearly
identified as such and should be based on enough audit work
to warrant them. In most cases one example of a deficiency
cannot support a broad conclusion and:a related recommen-
dation for corrective action. All that it supports
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is the finding of the fact that there was a deviation,
error, or weakness.

RECOMMENDATIONS

The auditor's report should contain appropriate recom-
mendations whenever his review discloses that significant !
improvement in the audited entity is possible, He should |
also make recommendations to effect compliance with legal or
regulatory requirements when significant instances of non-
compliance are noted. i

If the auditor cannot make appropriate recommendations
because of limited audit scope or other reasons, he should
state in his report tbe reason that he is unable to recom-
mend appropriata corrective measures and what additional
work would need to be done to formulate recommendations.

CONSTRUCTIVENESS OF TONE

The tone of reports should be designed to emncourage
favorable reaction to findings and recommendations. The |
titles, captions, and texts of reports should be stated in
constructive terms, Although findings should be presented
in clear, forthright terms, the auditor should keep in mind
that his objective is to obtain favorable reaction and thdt
this can best be accomplished by avoiding language which |
unnecessarily generaﬁes defensiveness and opposition, Al-
though criticism of past performance often is necessary to
demonstrate the need for some management improvements, the
emphasis in reports should be on the needed improvements
rather than on criticism.

ISSUES NEEDING FURTHER STUDY

If the scope of the audit or other factors limits
the auditor's ability to inquire into certain matters
which he believes should be studied, the auditor should
include in his report such matters, if of sufficient impol—
tance, and the reasors why he believes these matters merii
further study. !

RECOGNITION OF NOTEWdRTHY ACCOMPLISHMENTS

quormation as to the satisfactory aspects, not just
the deficient aspects, of operations examined, when
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significant and when warranted by the extent of the work,
should be included in the auditor's report. Such informa-
tion is often necessary to fairly present the situation
which the auditor finds and to provide appropriate balance
to his report. In addition, when such accomplishment may be
emulated by others, the inclusion in the auditor's report
may result in improved performance by other government orga-
nizations that read the report.

VIEWS OF RESPONSIBLE OFFICIALS

One of the most effective ways of ensuring that re-
ports are fair, complete, and objective is through advance
reviews and comments by persons or by officials of the or-
ganizations, programs, functions, or activities whose opera-
tions are discussed in the reports. This produces a re-
port which shows not only what was found and what the au-
ditor thinks about it but also what the responsible persons
think about it and what, if anything, they are going to do
about it. This kind of report is more useful to the recip-
ient

Comments on report drafts should be objectively con-
sidered and evaluated, and the report presentations and
conclusions should give appropriate recognition to them.
The advance comments and analyses of them should be fairly
presented in the text of reports. An agency promise of
corrective action should be noted in proper context but
should not be accepted as justification for dropping a
significant point or a related recommendation.

When the advance comments oppose the auditor's find-
ings or conclusions and are not, in his opinion, meritori-
ous, the auditor should state his reasons for rejecting
them. Conversely, he should drop a point or modify a posi-
tion if he finds the argumentation to be meritorious.

SCOPE AND OBJECTIVES

The scope of the audit should be stated in all reports.
Some audits are more limited in scope than others, e.g.,
those confined to specific functions, activities, or loca-
tions. Such limitations of scope should be clearly and
explicitly identified. When successive audits vary in
scope, the auditor should explain why particular work was
or was not performed and also should use individually tai-
lored language in the scope section of the report to
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define the limited nature or speclal aspects considered in
performing the audit. The time period covered in the audit
should be indicated.

The scope of the audit should clearly indicate whether
each of the three elements of audit examinations--financial
and compliance, e=fficiency and economy, and program results
were made and the extent of each element.

The audit report should include a summary statement of
the objectives of the audit as identified in the audit guid
or engagement memorandum. This statement is essential to
provide the reader with the proper perspective, i.e., a back-
ground against which any reported findings may be considered.
Management may request special coverage; this too should be
provided in the audit instructions.

[)

PRIVILEGED AND CONFIDENTIAL INFORMATION

Certain financial or operating information is pro-
hibited from general disclosure by management or by Federal|
State, or local laws or regulations. Such information is
usually provided only to persons authorized by law or regulia-
tion on a need-to-know basis.

1f the auditor is prohibited by such requirements from
includirg some pertinent data in his report, he should de-
seribe what has been omitted and the requirement that makes
the omission necessary. The auditor should obtain assurange
that a valid requirement for the omission exists and that the
doctrine of privilege or confidentiality is not applied to
information that would reflect unfavorably on management byt
for which there is no valid reason for withholding.

Approved For Release 2002/01/08'* CIA-RDP83-01004R000100070001-6




Approved For Ralggse 2002/01/08 : CIA-RDP83-01004R0Q0.1£0070001-6
CHAPTER 4

FINANCIAL REPORTS

The fourth reporting standard for governmental auditing
is:

Bach audit report containing financial
reports shall:

1. Contain an expression of the auditor's opinion
as to whether the information in the financial
reports is presented fairly in accordance with
generally accepted accounting principles (or
with other specified accounting principles
applicable to the organization, program, func-
tion, or activity audited), applied on a basis
consistent with that of the preceding report-
ing period. If the auditor cannot express an
opinion, the reasons therefor should be stated
in the audit report.

2. Contain appropriate supplementary explanatory
information about the contents of the finan-
cial reports as may be necessary for full and
informative disclosure about the financial
operations of the organization, program, func-
tion, or activity audited. Violations of
legal or other regulatory requirements, in-
cluding instances of noncompliance, and
material changes in accounting policies and
procedures, along with their effect on the
financial reports, shall be explained in the
audit report.

This standard places upon the auditor the responsibil-
ity for informing the reader on the degree of responsibil-
ity the auditor assumes for the financial data presented
and for providing appropriate explanatory comments on
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significant financial issues affecting the reports and com-
pliance with legal or other regulatory requirements.

OPINIONS ON FINANCIAL REPORTS

When financial reports of Federal departments, States
cities, counties, and other units of government and their
programs, functions, or activities are being examined, the
auditor should give his opinion as to whether the reports
have been prepared in jaccordance with appropriate principles
of accounting, applied on a basis consistent with that of the
preceding period, and whether the auditor's examination wa
made in accordance with the accompanying auditing standards,
Illustrative opinions are included in Federal audit guides|
and in pronouncements of the American Institute of Certified
Public Accountants,l When conformity with special account
ing principles s required instead of with generally ac-
cepted accounting principles, the special accounting prin-
ciples followed by the audited organization, program, func
tion, or activity should be specified in the opinion,

ACCOUNTING PRINCIPLES

Accounting principles are guides or rules developed

from experience or from research. Their purpose is to pro
vide assurance that the information presented in the finan
cial statements is valld useful, and reliable. The auditor
should make sufficient examination into the accounting prip-
ciples used to permit a professional opinion as to whether!
the accounting system and the representations of manageme
evidenced by financial reports are in conformity with suc
principles. Material, changes and the reasons for them, if
ascertainable, should! be identified and their effect upon
the financial reports, both historically and prospectively,
should be explained. 'The auditor should also state his
opinion as to the propriety of the change. Accounting prin-
ciples on which the aﬁditor's opinion is based should be
identified in his report, as should statutory or administra-
tive provisions adversgly affecting the accounting princi
ples in use by the organizatien, program, or activity.

. .
See ''Statements on Audltlng Procedure," particularly State-
ment 23,
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CONSISTENCY

The auditor should state whether the entity under au-
dit has consistently followed the same accounting princi-
Ples from one reporting period to another. This standard
applies not only to data shown in statements of financial
condition and operating reports but also to budgetary or
statistical data which may be covered by the auditor's re-
port.

When a qualification is required because of a lack of
consistency that is material to the financial report, the
qualification statement should describe (1) the reasons for
the qualification, (2) the effect upon the financial reports
of the audited entity, and (3) the auditor's opinion of the
acceptability of the change.

DISCLOSURE

A governmental entity's reports and statements, both
financial and operational, ideally should contain the in-
formation necessary for users--management, the electorate,
creditors, grantors, and others--to form an opinion on the
effectiveness of the stewardship exercised by the respon-
sible public officials. The responsibility for providing
such information is that of management, However, the au-
ditor should comment if the data provided is insufficient
to disclose any matters which may have a material effect
upon the financial reports.

Adequate disclosure does not imply or require that an
excessive amount of information be furnished. Disclosure
should, however, be fair and reasonably complete--but not so
complex as to confuse or impede understanding. Information
should be reduced to manageable and understandable propor-
tions, yet it should avoid summarization to such an extent
that needed background or relationships are omitted or
blurred.

Weight should be given to materiality, which is the
relative importance or relevance of an item included in or
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omitted from a financial or operating report. There are no
universal ratios or percentages that can be used as standards
of materiality for financial or operational processes Or
transactilons. Materiality should be based on judgment.

Six specific indicators of materiality which can be
used individually or in combinations are:

1. Absolute dollar amount.

2. Ratio of amount of an item to an appropriate base
figure. '

3, Length of life of an asset.

[§2)

4. Importance of the item to the accomplishment of th
mission.

5. Importance to the maintenance of adequate controls|,
such as a pattern of small discrepancies.

6. The characteristic of the items involved, such as
indications of malfeasance or mi.sfeasance.

Events that occur subsequent to the end of the period
under audit may have @ material effect on the operations aof
the entity or on its operational or financial reports. Such
events may affect financial reports directly, may affect the
entity with indirect effects on financial reports, or may
affect conditicns under which the operations take place. If
such events occur they should be disclosed in the audit re-
port either by revision of the financial reports or by com-
mentary in the auditor's report.

LEGAL OR REGULATORY ﬁEQUIREMENTS

In any governmental audit in which the auditor 1s exXr
pected to give an opinion on the fairness of the presenta
tions in financial reéports, compliance with applicable laws
and regulatory requirements is a matter of importance be-
cause noncompliance might result in liabilities not dis-
closed in the financial reports. Compliance with laws arn
regulatory'rquiremepts, in many instances, assumes an even
greater importance since the recipients of the financial |re-
ports and the audit. reports also want to know whether funds
designated for certafin purposes were spent for those pur-
poses.

[=H
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The standards for examination and evaluation require
consideration of applicable laws and regulations in the au-
ditor's examination. The standards for reporting require a
statement in his report regarding any significant instances
of noncompliance disclosed by his examination and evaluation
work. What is to be included in this statement requires
judgment. Significant instances of noncompliance, even those
not resulting in legal liability to the audited entity, should
be included. Minor procedural noncompliance need not be
disclosed,

Although the reporting standard is generally on an ex-
ception basis--that only noncompliance need be reported--
it should be recognized that governmental entities often want
positive statements regarding whether or not the auditor's
tests disclosed instances of noncompliance. This is particu-
larly true in grant programs where authorizing agencies fre-
quently want assurance in the auditor's report that this
matter has been considered. For such audits auditors should
obtain an understanding with the authorizing agency as to the
extent to which such positive comments on compliance are
desired. When coordinated audits are involved, the audit
program should specify the extent of comments that the au-
ditor is to make regarding compliance.

When noncompliance is reported, the auditor should
place his findings in proper perspective. The extent of
instances of noncompliance should be related to the number
of cases examined to provide the reader with a basis for
judging the prevalence of noncompliance.
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APPENDIX 1
QUALIF ICAT JONS OF INDEPENDENT AUDITORS
ENGAGED BY GOVERNMENTAL ORGANTZAT IONS

When outside auditors are employed for assignments rer
quiring the expressioﬁ of an opinion on financial reports of
governmental organizations, only fully qualified public acr
countants should be employed. The type of qualifications,
as statad by the Compﬁroller General, deemed necessary for
financial audits of governmental organizations and programs
is quoted below: ‘

"Such audits shall be conducted *** by inde-
pendent certified public accountants or by inde-
pendent licensed|public accountants, licensed on
or before December 31, 1970, who are certified
or licensed by a regulatory authority of a
State or other political subdivision of the
United States: Except that independent public
accountants liceﬂsed to practice by such regula-
tory authority after December 31, 1970, and per-
sons who although not so certified or licensed,
me=t, in the opinion of the Secretary, standards
of education and experience representative of the
highest prescribed by the licensing authorities
of the several States which provide for the con-
tinuing licensing of public accountants and which
are prescribed by the Secretary in appropriate
regulations may perform such audits until Decem-
ber 31, 1975; provided, that if the Secretary
deems it necessary in the public interest, he
may prescribe by regulation higher standards than
those required for the practice of public ac-
countanC{ by the regulatory authorities of the
States," ‘

Y etter (B-148114, Sept. 15, 1970) from the Comptroller Geh-
eral to heads of Federal departments and agencies. The ref-
erence to "Secretary" means the head of the department ex
ecuting the instrument in which the quotation appears.

»U,5. GOVERNMENT PRINTING OFFICE: 1974 731-339/101 1-3 54
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FOREWORD

The need for effective internal auditing systems
in the lederal agencies has been recognized by the
Congress in a number of laws, particularly the Na-
tional Security Amendments of 1949 and the Budget
and Accounting Procedures Act of 1950.

Under the Budget and Accounting Procedures
Act of 1950, the Comptroller General, in carrying out
his audit responsibilities, is required to prescribe prin-
ciples, procedures, rules, and regulations for carrying
out such work, giving

YT due regard to generally accepted
principles of auditing, including consider-
ation of the cffectiveness of * * * interndl
audit and control, and related administra-
tive practices of the respective agencies.”’

That act further requires the head of each agency to
establish and maintain systems of

“* ¥ intemal control designed to provide
effective control over and account-
ability for all funds, property, and other
assets for which the agency is responsible,
including appropriate internal audit.”

* k¥

The General Accounting Office issued state-
ments of basic principles and concepts of internal
auditing for 'ederal agencies in 1957 and 1968 to
assist in carrying out the principles enunciated in the
act and to provide guidance to the agencies in devel-
oping internal audit organizations and procedures.

In 1972, we published a comprehensive state-
ment of standards for audit of governmental organiza-
tions, programs, activities and functions. Lhis
statement is applicable to internal au,ditiﬂg in
governmental organizations-Lederal, State, and local
—as well as to external and contract auditing con-
ducted by or for govermmental entities. A summary
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Because of the general applicability of these
standards in the auditing of Government programs
and activities, we have integrated them into this re-
vised statement of basic principles, standards, and
concepts of internal auditing in Lederal agencies.

The Government Activities Subcommittee,
House Government Operations Committee, has taken
an active interest in internal audit activities and it
issued an important and constructive statement on
the subject in 1963. A copy of the pertinent excerpts
from the Committee’s report is attached as appendix
B. :

The General Accounting Office has issued
numerous reports o the Congress appraising the ef-
fectiveness of internal auditing in individual Federal
agencies. In carrying out our statutory responsibili-
ties, we expect to make additional reports from time
to time bearing upon the adequacy of this important
function in all Hederal agencies.

As contemplated in the Budget and Accounting
Procedures Act of 1950, it is essential that significant
internal audit findings be made available directly to
the head of the agency concerned and that he assure
himself of the adequacy of staffing and the scope of
internal audit arrangements in his agency. Evaluating
the adequacy and effectiveness of these arrangements
will continue ta be an important part of our work.

oller General
of the United States

August 1974
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FEDERAL AGENCIES

BASIC PRINCIPLES, STANDARDS, AND CONCEPTS
MANAGEMENT CONTROL

Management control begins with delegated authority and
planned operations and continues through performance and
reporting on performance. A well-designed system of manage-
ment control helps to insure efficiency, economy, and achieve-
ment of planned results. Such a system includes providing
carefully devised and frequently updated standards of com-
parison in accordance with which activities are designed and
carried on, and against which theitr output, whatever its form
or stage of completion, can be measured.

The essence of management control is the action which
adjusts operations to conform with prescribed or desired
standards or requirements. To take this action, management
needs timely and adequate information on performance.

ROLE OF INTERNAL AUDITING

Information needed by management may come from
direct observation; from routine and periodic operating, ac-
counting, statistical, and analytical reports; and from func-
tional or staff reviews. Another important source of informa-
tion is the internal audit organization which conducts inde-
pendent examinations and makes reports on its findings and
appraisals of operations and performance. The internal audit
function uniquely supplements routine management checks
through its independent approach and methods of review. This
function is one of the essential tools of management, comple-
menting all other elements of management control.

Nature of internal auditing
The overall objective of internal auditing is to assist
agency management in attaining its goals by furnishing infor-

mation, analyses, appraisals, and recommendations pertinent
to management's duties and objectives.
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ling-operating function. Thus, the internal auditor should not
have authority to make or direct changes in his agency’s
procedures or operations. His job is to independently and
objectivelv analyze, review, and evaluate existing procedures
and activities; to report on conditions found; and, whenever he
deems it necessary, to recommend changes or other action for
management and operating officials to consider.

An internal auditor should not be given direct operating
responsibilities. Rather, he should be expected to concern
himself primarily with the performance of others, to retain an
independent outlook in all of his work, and to direct particular
attention to mattess requiring corrective action. His function is
to present his views and suggestions constructively in such a
manner as to stimulate or encourage action on his suggestions
by others.

Benefits of internal auditing

Management. has found that services rendered by the
internal auditor in the form of constructive recommendations
supported by unl:j)iased, relevant information have aided in
meeting many of the problems of both large-scale and decen- £
tralized operations. The numerous, complex administrative
problems of large organizations impose on management the
necessity of delegating a large degree of operating authority
within the organizational structure. Management must keep
informed on what is happening in the organization at its
various levels. Internal auditing is an important means by
which management can provide itself with such information
and related evaluations.

Management also benefits from timely information on
problems on which remedial measures can be taken before the
functioning of the crganization is impaired. These problems,
once they have been examined and appraised, often lead to
opportunities for achieving lower costs, increased efficiency,
and faster ways of getting things done.

Internal auditing can be of special benefit to the manage- ;
ment of smaller organizations, or of small segments of large ?
organizations, whete the customary division of duties among
employees is not always economical or practical. The internal ‘,
auditor cen often provide additional internal checks and con-
trols required for effective and efficient management.

Ll

By reason of his knowledge of management policies and
procedures and his| contacts with officials and employees at all

2
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service by promoting better communication within an agency.
He can obtain first-hand observations on the usefulness or
effectiveness of prescribed policies and procedures and he can
bring to top management’s attention those needing modifica-
tion, explanation, and interpretation. This type of service can
contribute greatly to good management control.

Federal Management Circular

General Services Administration Federal Management Cir-
cular 73-2, dated September 27, 1973, sets forth policies to be
followed in the audit of Federal operations and programs by
executive departments and establishments. The primary objec-
tives of this circular are to promote and improve audit prac-
tices, to achieve more efficient use of manpower, to improve
coordination of audit efforts, and to emphasize the need for
early audits of new or substantially changed programs.

Congressional interest

The Congress recognized the role and usefulness of inter-
nal auditing when it passed the National Security Act Amend-
ments of 1949 and the Budget and Accounting Procedures Act
of 1950. The last-named act placed responsibility for the
institution of this element of internal control on top agency
management by providing (in section 113) that:

The head of each executive agency shall establish and
maintain systems of accounting and internal control de-
signed to provide * * * effective control over and ac-
countability for all funds, property, and other assets for
which the agency is responsible, including appropriate
internal audit * * ¥,

Other more recent laws which require internal audits of
agency activities include the Postal Reorganization Act of
1970 and the District of Columbia Self-Government and Gov-
ernmental Reorganization Act of 1973.

The Government Activities Subcommittee, House Gov-
ernment Operations Committee, has taken a strong and active
interest in this function in the Federal Government, urging all
agencies to adopt effective internal audit systems.

Ijouse Rept. 456, 88th Cong. 1st sess. (1963). See excerpts
from Committee's report in app. B.
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PP SCOPE OF INTERNAL AUDIT WORK :

To be of maximum usefulness, the scope of the internal
auditor’s activity should not be restricted. It should extend to
all agency activities and related management controls.

The duties of the internal auditor should be clearly stated
by the head of the agency, and information concerning these
duties should he dissen}irlated throughout the agency to insure
full recognition of the nature of his functions at all levels.

Appraising performance
|
A necessary functicn of management is to establish and
prescribe policies, plans, and procedures for carrying out pro-
grams and activities in jpursuit of the objectives of the organi-
zation and to sstablish organizational or management systems
for review of operations.

The internal audit function can provide a highly valuable
service to management by reviewing, appraising, and reporting
on the extent and nature of internal compliance with manage-
ment’s policies, plans, and procedures as well as with appli-
cable legal and external regulatory requirements.

The internal auditor’s work should include the review of
the operation of the whole system of management controls
over operations and resources to ascertain whether they are
furctioning in accordance with their design and are function-
ing effectively. In organizing his work, particularly in large
agencies, he should consider making comparative examinations
of similar functions which are performed in the various organi-
zational components of the agency.

In making such examinations, the internal auditor should
be alert to possibilities; for improving operations and identify-
ing opportunities for bringing about greater efficiency and
economy. ‘

As a result of his familiarity with management plans and
policies, intra-agency relationships, and procedures and with
the manner in which th;ey are working out, the internal auditor
shaould also report observations as to their adequacy and effec-
tiveness in relation to top management objectives together
with such recommendations for improvement he considers
appropriate.

4
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The full scope of an audit of a governmental program,
function, activity, or organization should encompass:

-An examination of financial transactions, accounts, and
reports, including an evaluation of compliance with ap-
plicable laws and regulations.

--A review of efficiency and economy in the use of
resources.

--A review to determine whether desired results are effec-
tively achieved.

This scope of audit is explicitly set forth as a general
standard for governmental auditing in GAO's statement of
audit standards (app. A), but it does not imply that every
internal audit should be so extensive. Internal audit work
should be tailored to meet the needs of management and other
users having a legitimate interest in the audit results.

The needs of management officials for assistance of the
kind that internal auditors can provide will vary from agency
to agency because of differences in nature of operations,
organizational structure, location of activities, qualities and
competence of officials and employees, and concepts of
management control held by top agency officials. An internal
audit program should be structured to meet the needs of top
management and also be designed to serve the needs of subor-
dinate management levels.

Examining financial operations

The internal auditor should examine financial trans-
actions, including the receipt and 'disbursement of public
funds; accounts; and financial reports to the extent necessary

to determine whether:

-The agency is maintaining effective control over rev-
enues, expenditures, assets, and liabilities.

~The agency is properly accounting for its resources,
liabilities, and operations.
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~Tne agency’s financial reports contain accurate, reuable,
and useful financial data and are fairly presented.

--The agency is complying with the requirements of ap-
plicable laws and regulations.

In carrying out this work, the internal auditor should
evaluate the adequacy of the agency’s prescribed policies and
procedures and the internal controls related to its financial .
operations, including the accounting and financial reporting. '

The internal auditor should examine whether all revenues \
arising from the agen¢y's activities were collected and fully
accounted for and whether expenditures were made for ap- !
proved purposes and iwere properly authorized. He should %
evaluate whether the agency’s procedures resuit in prices, :
rates, or fees that conform to applicable laws and regulations.

Prescribed procedures for expenditures should be simi-
larly reviewed for such conformity.

The work: of the internal auditor should include examina-
tion and testing of accounting and other records and the
related procedures underlying the agency’s management infor-
mation system to establish the reliability of the data used by
management for internal purposes and for external reports.

The purpose and psefulness of internal reports should be
reviewed by the internal auditor as one means of keeping
reports responsive to t1h13 real needs of users, of avoiding the
production of repetitive reports that no longer serve any useful
purpose, and of avoiding the distribution of reports to persons
having no use for them. He should also ascertain whether
changing activities or circumstances are considered in the inter-
nal reporting cperations.

The internal auditor should be particularly concerned
with assets for which the agency is accountable--whether they
are fully accounted forland whether procedures being followed
adequately protect them from loss, deterioration, or misuse. In
examining these matters, he should be alert to the possibility
of fraud and dishonesty and to opportunities and practices
which could lead to fraud, dishonesty, or loss.

The existence of separate groups within the organization

concerned with fraud or other forms of irregularity should not
inhibit the auditor from giving close attention to such matters

6
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in his work. When he does encounter such matters, the internal
auditor should bring them without delay to the attention of
the management.

Evaluating efficiency and economy

The internal auditor should be concerned at all times
with minimizing unnecessary or wasteful practices in the use
of the agency’s resources. He should be watchful for and
report on such possibilities as:

--Procedures, whether officially prescribed or merely fol-
lowed, which are ineffective or found to be more costly
than justified.

~Duplication of effort by employees or between organi-
zational units which, if eliminated, could increase
overall efficiency.

--Performance of work which serves little or no useful
purpose.

-Inefficient or uneconomical use of equipment.
-Qverstaffing in relation to work to be done.
--Faulty buying practices.

--Procurement and accumulation of unneeded or excess
quantities of property, materials, or supplies.

-Wasteful use of property.

Where functional staff groups exist in an agency which
are regularly concerned with such matters as organizational
efficiency and personnel use and the making of related studies,
the internal auditor should recognize such work and avoid any
duplication of effort. However, he should communicate to
such groups any observations he may have which are related to
their responsibilities.

The operations of such functional staff groups should be
subject to the same degree and type of audit as are other parts
of the organization.

When practicable, the internal auditor should suggest

ways of remedying the weaknesses that he finds; in some cases,
he may recommend remedial studies by technical personnel.

7
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Reviewing program results

A review of the results of programs or activities involves
inquiring into the results or benefits achieved and whether the
programs or activities are meeting established objectives.

Agency management officials have the basic respon-
sikility for coatinually evaluating their programs and activities
to determine the progress being made in achieving established
objectives. The auditor whose scope of operations extends to
reviewing program results should be initially concerned with
evaluating the agency's system for measuring its progress or
accomplishments. Major questions he should consider include:

Program effectiveness+Is the prograrn accomplishing the re-
sults intended, as speliecl out in the legislative objectives or in
the implementing directives of the agency?

Cost effectiveness-Is the program succeeding within the costs
anticipated at the tirne the legislation was enacted?

Adequacy of information system-Does top management have ;
the essential and reliable information necessary to exercise 5
supervision and controls and to ascertain direction or trends?

Cost-benefit relationship—-Are program costs reasonably com-
mensurate with the benefits achieved?

Consideration of altérnatives-Have alternative programs or
procedures bzen examined or should they be examined for
potential in achieving objectives with the greatest economic
efficiency?

Need for program--Is there a continuing need for the program?
Legislation and regulations may not provide for program ter-
mination, and it is not unusual for a Government program to
continue long after the need it was created to meet has
disappeared.

Appropriateness of program--ls the program, as it was designed
and implemented, geared to the needs of the particular target
group that was used to justify the establishment of the
program?

Clarity and consistency of objectives—Are program objectives
sufficiently clear to p‘;ermit agency management to effectively

accomplish the desired program results? Are the objectives of
the component parts ‘of the program consistent with overall

program objectives? ;

8
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Other factors affecting scope of work

In all of his work, the internal auditor should strive to
determine the underlying causes of the errors or adverse condi-
tions he encounters and to formulate recommendations for
preventing similar occurrences in the future.

The internal auditor should not be assigned the respon-
sibility for developing and installing methods, systems, or
procedures. He should, however, call attention to problem
areas and possible improvements and he should be consulted
on proposed corrective actions.

The internal auditor should be kept informed of pro-
posed major changes in methods, systems, and procedures,
particularly those involving computer applications, so that he
can contribute suggestions on them hefore they are put into
effect. Consultation between the systems/computer tech-
nicians and the internal auditor, during the systems develop-
ment phase, helps to insure that adequate controls are estab-
lished and adequate audit trails are provided in the system so
as to avoid costly changes after a new system has been in-
stalled.

PERSONNEL QUALIFICATIONS

The staff assigned to perform an audit must collectively
possess adequate professional proficiency to perform the tasks
required.

Carrying out the type of internal audit described above
requires an adequate staff of competent, experienced per-
sonnel. The degree to which internal auditing can aid manage-
ment is proportional to the capabilities of the audit staff and
the freedom with which it operates. A program of continuous
training and development is essential.

Broad responsibilities and a wide range of services require
that the internal auditor be well informed on such matters as
his agency’s purposes, objectives, programs, policies, opera-
tions, activities, and related basic legislation; its budget, fiscal,
and accounting procedures and those of the Federal Govern-
ment generally; legal and regulatory requirements; accounting
and auditing principles and procedures; and management prac-
tices common to all organizations.

Within the scope of his assigned responsibility, the iqter-
nal auditor should be capable of making audits at the various

9
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operating levels within jthe organization. He should be able to
recognize problem areas and contribute workable suggestions
for improvement. The mternal audit manager must see that all
audlits are conducted by personnel who collectively have the
skills necessary for the! type of audit that is to be performed.

The qualifications of the staff assigned to the audit
should be commensurate with the scope and complexities of
its audit assignments. Audits vary in purpose and scope. Some
require an opinion on financial statements and an evaluation -
of compliance with spec1f1o laws and other requirements;
others require reviews of efficiency and economy; still others
emphasize a review of effectiveness in achieving program re-
sults; and soms require all three elements. Performing all three
elements will vsually require a wide variety of skills.

Because there aré variations in program objectives and
organizational forms, as well as differences in laws, rules, and
requlations applicable !to such programs, the qualifications
mentioned herein should apply to the skills of the audit
organization as a whole and not necessarily to individual
auditors. For example, if an audit organization includes staff
members or comultants with acceptable skills in accounting,
statistics, law, engineering, actuarial science, and other fields,
each individual member of the organization need not himself
possess all of these skills.

The internal audit staff must be knowledgeable in audit-
ing theory and procedure, statistical techniques-including
sarapling--computer operations and applications, management
information systems, economics, operations research, govern-
mental organization and operation, and other facets of modern
management practices. While an audit staff may consist mostly
of individuals with training and experience in accounting and
auditing, it should also include or acquire through the medium
of contract consulta.nts expertise in mathematics, computer
operations, engineering, and other appropnate specialities
when warrantad by the nature of an agency’s programs and
activities.

The nature of his work requires the internal auditor to
deal successfully with ail classes of employees and to be able
1o communicate with them and others both orally and in
writing. He must be tactful and always maintain a good ap-
pearance and a professional bearing.

During their examinations, internal auditors have oppor-
tunities for becoming acquainted with agency problems and

10
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personnel. The investment of talent and time in internal audit-
ing can also make a material contribution to the development
of potential management personnel.

LOCATION IN THE ORGANIZATION
Responsibility of management officials

Internal auditing does not in any way relieve other per-
sons of the responsibilities assigned to them. An internal
auditor should not replace established lines of operating
authority, and his operations do not eliminate the need for
continuing organizational and functional supervision.

Operating officials should be vested with full respon-
sibility for compliance with prescribed policies and proce-
dures, for protection and use of the resources of the agency,
and for action in the correction of deficiencies or unsatisfac-
tory conditions coming to their attention, including those
reported by the internal auditor.

Independence and reporting level

The position of the internal auditor in the organization
should be such that he is independent of the officials who are
directly responsible for the operations he reviews. To provide
an adequate degree of independence, the internal auditor
should be responsible to the highest practical organizational
level, preferably to the agency head or to a principal official
reporting directly to the agency head,

Such positioning is in accordance with the general stand-
ard for governmental auditing which places upon the auditor
and the audit organization the responsibility for maintaining
sufficient independence so that their opinions, conclusions,
judgments, and recommendations will be impartial.

Internal auditing cannot be fully effective unless the
official to whom the internal auditor reports is a strong sup-
porter of the function, has direct access to the agency head,
and has made arrangements to supply all significant audit
findings directly to the agency head.

Where the internal auditor does not report to the head of
the agency, the function should be placed under the direction
of a principal official who does report directly to the agency
head so as to insure recognition of its stature and importance
in the control system. Also, where the internal auditor does
not report to the head of the agency:

11
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-The agency head should satisfy himself that the official

to whom the internal auditor reports not only permits
but also encourages the internal auditor to exercise
latizucle in setting the scope of work and in reporting on
the results of his audits. The internal auditor should be
sufficiently ‘independent to be able to make impartial
appraisals of the operation of agency programs and
activities, including those under the official to whom
the internal jauditor reports.

--The head of the agency should concern himself with the
scope and effectiveness of the internal audit function
and. its staffing and with the adequacy of attention paid
to audit findings and recommendations.

- The internal auditor, when he deems it necessary to the
fulfillment of his responsibilities, should have direct
access to the head of the agency.

Centralization

The establishment of a single internal audit organization
reporting to the agency head or to a principal official reporting
directly to the agency head:

--Provides the advantages of greater independence.

--Fogters a broad viewpoint on the interrelationship of
organizations and functions within an agency.

--Places the internal auditor in a better position to make
systernatic and independent evaluations of and reports
on all agency programs, activities, and operations.

A single audit organization also facilitiates the attraction
and retention of better managerial and staff capability, more
effective staff use, and increased coordination of audit effort
and interrelated findings. In addition, under unified direction
and supe:vision, a single audit organization permits the devo-
tion of a greater :portion of total staff time to specific audit
assignments and provides greater opportunities for tailoring
staff assignments to the talents and experience of staff !
members.

Audit staffs in subordinate organizations

A separate internal audit staff should not be attached to a !
component bureau or similar organization unless management ;

12
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needs and the size and nature of the bureau’s activities are
such as to justify an internal audit staff of sufficient size to
attract and retain qualified personnel and to make possible the
productive and flexible use of staff resources. Decisions on the
establishment of such staffs should be made by or be subject
to approval by the agency head.

Where an organizational component of an agency main-
tains its own internal audit staff, the central internal audit
activity of the agency should be accountable for furnishing
general policy direction and coordinating the efforts of such
staff.

The audit coverage by a subordinate audit staff should be
included in the scope of the internal audit activity provided
for top management. The work of such an organization should
be used to the extent practicable in carrying out internal audit
work of the top audit group and the effectiveness of the audit
work at the lower level should be evaluated as are other
control functions.

An internal audit group at the bureau level should be
accountable to an official occupying a sufficiently high posi-
tion to insure its access to any activity of the organization and
adequate consideration of and action on its findings and rec-
ommendations.

MANAGEMENT OF THE
INTERNAL AUDIT FUNCTION

Due professional care

Due professional care must be used in conducting internal
audits and in preparing related reports.

This standard of performance requires the auditor to
exercise good judgment in devising audit tests and procedures
and to do a good job in applying them and in preparing
reports. He must effectively supervise his assistants to the
extent appropriate in relation to their abilities (see below),
maintain effective working relationships with officials of the
activity audited, and arrange to follow up on his findings and
recommendations.

This standard of performance requires the auditor to be
alert for indications of fraud, improper or illegal expenditures
or operations, inefficiency, waste, or ineffectiveness. It does
not mean, however, that he must make a detailed audit of all

13
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transactiocns or operations to insure that no materdl impro-
priety exists.

It is rnanagement’s responsibility to institute effective
procedures and controls to prevent irregularities and impropri-
eties and to encourage efficient and effective operations under
adopted policies and procedures. The auditor’s job should be
to test these procedures and controls rather than to function ;
as a substitute for them.

Audit manual

A manual should be developed outlining the objectives of |
internal auditing in the agency, the policies to be followed, the
general scope of work to be performed, standards of perform-
ance, and reporting requirements.

Planning

Adequate planning of audit work, a basic examination
and evaluation standard for governmental auditing, is essential
to identify the areas to be covered by the audit staff and to
permit systematic scheduling of work and the best use of
manpower. However, audit plans should be sufficiently flex-
ible to permit special examinations as new needs or changing
circumstances require, thus making possible the best service to
management,

Where the audit work includes reviews of the efficiency
and economy of operations or achievement of desired results,
adequate planning is especially important because the proce-
dures employed in such audits are more varied and complex
and, thus, more care is needed to select the appropriate proce-
dures for the case at hand.

Adequate planning should include planning for:
~Coordination with other audit groups, as appropriate.
--Personnel to be used on the assignment.

~-Work to be performed.

-The format and general content of the report to be
issued.

14
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ritten audit program should be prepared Io0r each
audit to effectively communicate audit objectives to all staff
members, to facilitate control of the audit work during the
review phase, and to provide a permanent record of the audit
plans. The programs should include any available underlying
criteria of performance, including reference to pertinent laws
and regulations, to be used for evaluation purposes. When the
established criteria for performance are vague, the auditor
should attempt to obtain authoritative interpretation of the
criteria. If the auditor is required to select measurement cri-
teria, he should strive to reach agreement on the appropriate-
ness of these measures with the interested parties.

Audit programs should include information on :
--Objectives and scope of the audit.

--Background information needed for an understanding of
the audit objectives and the operations of the program
or activity to be audited.

--Definitions of unusual terms.

--Audit procedures.

-Reporting procedures.
Supervision

Another basic examination and evaluation standard for
governmental auditing pertains to supervision of audit assist-
ants. This standard requires that such assistants be properly
supervised.

This standard places upon the audit organization the
responsibility for insuring that less skilled staff members re-
ceive appropriate guidance in the performance of their work.
Since training, experience, and other qualifications vary among
auditors, specific work assignments must be commensurate
with abilities.

The standard also requires that the work of other
auditors or professional consultants engaged as a part of an
internal audit assignment be subject to the supervisory review
of the internal audit staff management.

15
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Supervisory review should be directed to both the sub-
stence and the method of auditing. The review should insure
that (1) conformance with audit standards is obtained, (2) the
audit programs are followed, unless deviations are justified and
authorized, (%) the working papers adequately support find-
ings and conclusions, (4) the working papers provide adequate
data for preparing a meaningful report, and (5) the auditor will
accomplish the audit objectives. Documentation of supervisory !
reviews shoulcl be prepared and retained. 5
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To keep pace with changing conditions, top management
should, from time to time, reappraise the agency’s internal
audit and other internal review activities, especiaily their cov-
erage and their relationship to changes in the agency’s policies
and programs. Such appraisals should consider the need to
modify the policies and procedures of these activities as neces-
sary to keer them responsive to the current interest of
management and other interested parties, and insure continued
functioning with minimum interference with operating activi-
ties, without cluplication of effort, and at reasonzable cost. -

Evidence and working papers

Obtaining sufficient, competent, and relevant evidence to
afford a reasonable basis for the auditor’s opinions, judge-
ments, conclusions, and recommendations is another basic
examination and evaluation standard for governmental audit-
ing.

Working papers brepared during an audit phase should
contain evidence to clearly support the auditors’ conclusions g
and any recommendations made or other observations re-
ported. The evidence gathered and used as supportive material : _
should, in all cases, meet high standards of competence, reli- ;
ability, and objectivity. ! £

The working papdjar:; should (1) be complete and accurate,
(2) be clear and undepstandable, (3) be legible and neat, and
(4) contain only those materials directly pertinent to the audit -
and the related report. g

INTERNAL AUDIT REPORTS

The preparation of audit reports is an important part of. : -
the internal audit progess since it is primarily through reports |
that the auditor communicates his observations, findings, con- ; ,,
clusions, and recommendations. {

16
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Form and distribution

All significant audit findings should be brought to the
attention of the agency head and other users of audit informa-
tion in such written form as to make it easy for them to
effectively use the information.

Written internal audit reports should be submitted to:

--Management officials who are responsible for the opera-
tions or activities reviewed and for making decisions as
to actions to be taken on reported findings and recom-
mendations.

-~The official to whom the internal auditor is functionally
responsible.

--Other officials in the agency who may benefit from the
information in the reports.

Top management’s role is essential here. By its inattention
or inaction, much of the constructive benefit of the internal
auditor's work can be lost. On the other hand, its interest in
and use of his findings and recommendations can contribute
much to the recognition of the importance of his work at all
management levels.

The need to prepare written audit reports is not intended
to limit or prevent discussions of findings, judgments, conclu-
sions, and recommendations with persons who have responsi-
bilities involving the area being audited. On the contrary, such
discussions should be encouraged in order to provide manage-
ment officials with useful and timely information. However,
regardless of whether such discussions are held, a written
report should be prepared. On those occasions where correc-
tive action is taken or promised, a less formal type of report,
such as a letter to summarize the findings and recommenda-
tions and related action or commitment, may suffice.

There are a number of reasons why reports should be
prepared in written form:

—-So that the results can be widely communicated to
responsible officials at all levels of management.

~To make the auditor’s findings and recommendations
less susceptible to misunderstanding.

17
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—To make the auditor’s findings available for public in- !

spectior, when appropriate. !

-To facilitate subsequent followup work to determine
whether appropriate measures have been taken in re-
sponse to the auditor’s findings and recommendations.

Timeliness

The value of an. audit report is directly related to its
timeliness concerning any action required to be taken. There-
fore, audit reports should be issued as promptly as possible to
make information available for timely use by management and
by other interested parties.

The auditor shou}lc’-l consider interim comraunication of
significant matters to appropriate officials during his audit
work. Such communication is not a substitute for a final
written report, but it does alert officials to matters needing !
correction at an earlier date and permits these officials to :
institute corrective measures earlier than is possible if the
auditor’s findings and recommendations are withheld until his
final report is completed.

Content

To be effective, audit reports must be carefully prepared
and:

-Be as concise as possible but, at the same time, clear and
complete enough to be understood by the users.

_Present factual matter accurately, completely, and
fairly.

—Present findinds and conclusions objectively and in
language as clear and simple as the subject matter i
permits.

.-Include only factual information, findings, and
conclusions that are adequately supported by enough

IThere are a number of situations where law or regulations
prevent issuance of internal reports. Generally, internal au-
ditors should be guiced by the practices adopted by- their f
agency for corapliance with the Freedom of Information Act. ‘

18
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evidence in the auditor’s working papers, to demon-
strate or prove, when called upon, the bases for the
matters reported and their correctness and reasonable-
ness. Detailed supporting information should be in-
cluded in the report to the extent necessary to make a
convincing presentation.

~Include, when possible, the auditor’s recommendations
for actions to effect improvements in problem areas
noted in his audit and to otherwise make improvements
in operations. Information on underlying causes of
problems reported should be included to assist in imple-
menting or devising corrective actions.

--Place primary emphasis on improvement rather than on
criticism of the past; critical comments should be pre-
sented in balanced perspective of any unusual difficul-
ties or circumstances faced by the operating officials
concerned.

-Identify and explain issues and questions needing
further study and consideration by the auditor or
others.

~Include recognition of noteworthy accomplishments,
particularly when management improvements in one
program or activity may be applicable elsewhere.

-Include recognition of the views of responsible officials
of the organization, program, function, or activity
audited on the auditor’s findings, conclusions, and rec-
ommendations. Except where the possibility of fraud or
other compelling reason may require different treat-
ment, the auditor’s tentative findings and conclusions
should be reviewed with such officials. When possible,
without undue delay, their views should be obtained in
writing and objectively considered and presented in pre-
paring the final report.

-Clearly explain the scope and objectives of the audit.

.State whether any significant pertinent information has
been omitted because it is deemed privileged or confi-
dential. The nature of such information should be de-
scribed, and the law or other basis under which it is
withheld should be stated.

19
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inancial reports. i

If his audit report contains financial statements or other "
financial presentations concerning the program or activity
audited, the auditor should explain the nature and extent of
his audit of such information together with comments on any
significant financial issues affecting the reports and compliance
with legal or other regulatory requirements.

F

Each audit report containing financial statements should:

L. Contain an expression of the auditor’s opinion as to
whether the information in the financial reports is
presented fairly in accordance with generally ac-
cepted accounting principles (or with other specified
accounting principles applicable to the organization,
program, function, or activity audited), applied on a
basis consistent with that of the preceding reporting
period. If the auditor cannot express an opinion, the
reasons therefor should be stated in the audit report.

2. Contain appropriate supplementary explanatory
information about the contents of the financial re-
ports as may be necessary for full and informative
disclosure about the financial operations of the
organization, program, function, or activity audited.
Violations of legal or other regulatory requirements,
including instances of noncompliance, and material
changes in accounting policies and procedures, along
with their effect on the financial reports, shall be
explained in the audit report.

FOLLOWUP

Primary respensibility for action and followup on audit
recommendations  rests with management. A good control
system will include procedures under which management offi-
cials wil. evaluate the effectiveniess of actions taken on audit
recommencations.

A desirable procedure is to have regular status reports
prepared for the information of management officials and the
internal auditors, as to actions taken on audit recommenda-
tions. Also, provision should be made for reqular inquiry into
whether proposed corrective actions have, in fact, been taken
and their effectiveness. The responsibility for such followup
should bz that of management officials, but the internal audi-
tors should participate.

20
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Where operating officials disagree with the internal
auditor’s recommendations, mechanism should be established
to reconcile the differences or to call for a decision at a higher
management level.

Thus, reporting a finding, observation, or recommenda-
tion should not end an internal auditor's concern with the
matter. From time to time he should ascertain whether his
recommendations have received serious management consider-
ation and whether satisfactory corrective action has been
taken.

Internal auditors should also concern themselves with the
audit findings of the General Accounting Office and other
audit agencies or groups which contain recommendations as to
actions to be taken by the agency. They should incorporate, in
their followup procedures, inquiry into the nature and effec-
tiveness of those actions.

RELATIONSHIP OF INTERNAL AUDITING TO
OTHER AUDITS PERFORMED BY AGENCIES

Auditing of the performance and records of third parties,
such as contractors, grantees, or borrowers, is an essential aid
to the administration of contracts and of grant and loan
programs. The degree of interrelationship between such audit-
ing and internal auditing will vary depending upon the nature,
size, and scope of agency programs.

Contract auditing by an agency serves the purpose of
determining whether the contractor is complying with con-
tract requirements for the goods or services being supplied to
the agency. In the award and administration of negotiated
contracts, it is usually necessary to make examinations of
requests for cost reimbursement; of the currency, complete-
ness, and accuracy of cost and pricing data used in pricing
negotiations; and of activities generating costs to the extent an
agency’s interests are affected. This type of auditing enables
the agency to appraise a contractor's financial responsibility to
the Government and to provide information necessary to con-
tract negotiation and administration. It is an essential part of
an agency’s system of control for achieving its purposes effi-
ciently and economically.

Similarly, the records and performance of grantees or

borrowers are subject to audit by the responsible agency as a
means of ascertaining whether there has been compliance with

21
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the terms and objectives of the agreements under which Fed-
eral funds are granted or loaned. Such auditing, like contract
auditing, is an integral part of an agency's system of control in
achieving its purposes effectively and efficiently.

The location in the organization of the audit staff respon-
sible for auditing third-party records and performance should
be such as to insure that the function effectively serves the
program operating officials directly concerned as well as top
management and that available audit staff resources are effec-
tively used.

A separate organization of such auditors will be appro-
priate in many cases because of the size of the organization
required to carry out the function; the high degree of special-
ized knowledge réq11ired; or the special need for a close asso-
ciation between program management personnel and the audit
staff. In other cases, a single integrated organization of all
agency auditors may be desirable.

Regerdless of the form or organization adopted, provision
should be made for independent internal review of the
external audit work to ascertain whether it is being carried out
properly and efficierltly.

RELATIONSHIP OF INTERNAL AUDITING TO
GENERAL ACCOUNTING OFFICE AUDIT
RESPONSIBILITIES

The adequacy of the system of internal control, including
internal audit, of Fach Federal agency is of importance to the
General Accounting Office in carrying out its statutory audit
responsibilities. The Budget and Accounting Procedures Act of
1950 states the duty of the General Accounting Office to |
consider agency internal auditing as follows: ’

Sec, 117. (a) Except as otherwise specifically pro-
vided by law, the financial transactions of each executive,
legislative, and judicial agency, including but not limited
to tie accounts of accountable officers, shall be audited
by the General Accounting Office in accordance with
such principles and procedures and under such rules and
regulations qs may be prescribed by the Comptroller
General of the United States. In the determination of
auditing procedures to be followed and the extent of
exarination of vouchers and other documents, the

22 .
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neral” shall give due regard to generally
accepted principles of auditing, including consideration
of the effectiveness of accounting organizations and
systems, internal audit and control, and related adminis-
trative practices of the respective agencies.

Although there are numerous areas of common interest
between the General Accounting Office and an agency’s
internal auditors, certain basic objectives and responsibilities
differ. Internal auditing is an integral part of an agency's
system of management control. In its audits, the General
Accounting Office is concerned with the entire control mecha-
nism within an agency, including the various arrangements
made by the management for internal audits and other forms
of inspection, appraisal, and evaluation. If warranted by its
evaluations, the General Accounting Office will rely on such
work and make full use of it in conducting its examinations.

The General Accounting Office is interested in the degree
of agency management concern and interest in the work of the
internal auditor and particularly in his reported findings and
recommendations. The actions taken by management officials
on internal audit recommendations are reviewed by General
Accounting Office auditors.

The Ceneral Accounting Office uses the same techniques
of testing and analyzing, to satisfy itself as to the adequacy of
internal audit work, as those used in the review of any other
function in a Federal agency. This includes a review of work
programs and working papers and their adequacy in relation to
what was reported. The review may cover some of the same
transactions and procedures as those examined by the internal
auditor--a procedure essential in testing the quality of the
internal audit work.

General Accounting Office evaluations of internal audit
systems also include making inquiries of management and
operating officials as to the usefulness of internal auditing to
them in their day-to-day operations.

Normally, there is little duplication of the work of the
internal auditor. The internal auditor performs his work as
part of management’s pattern of operation and control. The
General Accounting Office review is part of the independent
appraisal it makes for the Congress of the manner in which
Federal agencies discharge their responsibilities and of the
effectiveness of their control systems including internal audit.

23
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programs of the agency’s internal auditors, to consider them in
planning its own work, and to avoid, wherever possible, con-
flicts in audit schedules.

Free and unrestricted access to working papers, records,
and reports prepared in connection with internal audit work :
and other internal review activities is essential for General ‘
Accounting Office auditors to effectively review and evaluate
their propriety and adequacy. Ready access to such records is
also necessary in order that all significant information perti-
nent to any mattér being reviewed by the General Accounting
Office may be considered. Such information is necessary in
order that, to the extent possible, General Accounting Office
findings and reports will be complete, accurate, and objective
and thus of maximum usefulness to the Congress and to
agency and other Government officials.
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APPENDIXES
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SUMMARY OF GOVERNMENTAL
AUDIT STANDARDS !

The audit standards below are intended to be more than
the mere codification of current practices tailored to existing
audit capabilities. Purposely forward-looking, these standards
include some concepts and areas of audit coverage which are
still evolving in practice but which are vital to the account-
ability objectives sought in the audit of governments and of
intergovernmental programs. Therefore, the audit standards
have been structured so that each of the three elements of
audit can be performed separately if this is deemed desirable.

General Standards

1. The full scope of an audit of a governmental pro-
gram, function, activity, or organization should
encompass:

a. An examination of financial transactions, ac-
counts, and reports, including an evaluation of
compliance with applicable laws and regula-
tions.

b. A review of efficiency and economy in the use
of resources.

c. A review to determine whether desired results
are effictively achieved.

In determining the scope for a particular audit,
responsible officials should give consideration to the
needs of the potential users of the results of that
audit.

2. The auditors assigned to perform the audit must
collectively possess adequate professional pro-
ficiency for the tasks required.

IExcerpts from Standards for Audit of Governmental Organi-
zations, Programs, Activities & Functions, Comptroller Gen-
eral of the United States (Washington, D.C., U.S. General
Accounting Office, 1972.)

27
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3. In all matters relating to the audit work, the audit
organization and the individual auditors shall main-
tain an independent attitude.

4. Due professional care is to be used in conducting the
audit and in preparing related reports.

Examination and evaluation standards
L. Work is to be adequately planned.
2,  Assistants are to be propetly supervised.

3. A review is to be made of compliance with legal and
regulatory requirements.

4, An evaluation is to be made of the system of in-
ternal control to assess the extent it can be relied
upon to ensure accurate information, to ensure com-
pliance with laws and regulations, and to provide for
efficient and effective operations.

5. Sufficient, competent, and relevant evidence is to be
obtained to afford a reasonable basis for the audi-
tor's opinions, judgments, conclusions, and recom-
mendations.

Reporting standards

L. Written audit reports are to be submitted to the
appropriate officials of the organizations requiring
or arranging for the audits. Copies of the reports
should be sent to other officials who may be respon-
sible for taking action on audit findings and recom-
mendations and to others responsible or authorized
to receive such reports. Copies should also be made
available for public inspection.

2. Reports are to be issued on or before the dates
specified by law, regulation, or other arrangement
and, in any event, as promptly as possible so as to
make the information available for timely use by
management and by legislative officials.

28
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3.  Each report shall:

a. Be as concise as possible but, at the same time,
clear and complete enough to be understood
by the users.

b. Present factual matter accurately, completely
and fairly.

c.  Present findings and conclusions objectively
and in language as clear and simple as the
subject matter permits.

d. Include only factual information, findings, and
conclusions that are adequately supported by
enough evidence in the auditor’'s working
papers to demonstrate or prove, when called
upon, the bases for the matters reported and
their correctness and reasonableness. Detailed
supporting information should be included in
the report to the extent necessary to make a
convincing presentation.

e. Include, when possible, the auditor’s recom-
mendations for actions to effect improvements
in problem areas noted in his audit and to
otherwise make improvements in operations.
Information on underlying causes of problems
reported should be included to assist in imple-
menting or devising corrective actions.

f.  Place primary emphasis on improvement rather
than on criticism of the past; critical comments
should be presented in balanced perspective,
recognizing any unusual difficulties or circum-
stances faced by the operating officials con-
cerned.

g. Identify and explain issues and questions need-
ing further study and consideration by the
auditor or others.

h. Include recognition of noteworthy accomplish-
ments, particularly when management improve-

ments in one program or activity may be
applicable elsewhere,

29
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i.  Include recognition of the views of responsible
officidls of the organization, program, func-
tion, or activity audited on the auditor’s find-
ings, - conclusions, and recommendations.
Except where the possibility of fraud or other
compelling reason may require different treat-
ment,’ the auditor’s tentative findings and
conclusions should be reviewed with such offi-
cials. When possible, without undue delay,
their views should be obtained in writing and
objectjively considered and presented in prepar-
ing the final report.

j.  Clearly explain the scope and objectives of the
audit.:

k., State iwhether any significant pertinent infor-
mation has been omitted because it is deemed
privileged or confidential. The nature of such
information should be described, and the law
or other basis under which it is withheld should
be stated.

4. Each audit report containing financial reports shall:

a. Contain an expression of the auditor’s opinion
as to whether the information in the financial
reports is presented fairly in accordance with
generally accepted accounting principles (or
with other specified accounting principles
applicakle to the organization, program, func-
tion, or activity audited), applied on a basis
consistent with that of the preceding reporting
period. If the auditor cannot express an l
opinion, the reasons therefor should be stated
in the'audit report.

b. Contain appropriate supplementary explana-
tory information about the contents of the
financial reports as ray be necessary for full
and informative disclosure about the financial
operations of the organization, program, func-
tion, or activity audited. Violations of legal or
other requlatory requirements, including

30
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instances of noncompliance, and material
changes in accounting policies and procedures,
along with their effect on the financial reports,
shall be explained in the audit report.
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Government Operations on “Survey of Selected
Activities (Part‘; 1 - Efficiency and Economy in the
Department of Commerce)” .
House Report No. 456, i
88th Congress, 1st Session (1963) :

|
Excerpts from Report by the House Committee on '
|

Findings and Conclysions

1. Internal Audit

Every organization must have an effective system of
internal management control. The so-called internal auditing
system, as recommended by the Comptroller Ceneral in
August 1957, constitutes an effective means for the average
Federal agency to obtain this essential management function.
Unfortunately, this internal audit system has not been adopted
on a Covernment-wide basis. In too many instances, internal
audit functions are compromised by inadequate staffs, im-
proper organizational requirements or limits in scope of serv-
ice. All Federal agjencies should review internal management
control systems and place them in compliance with the Comp-
troller General’s 1957 recommendations and with the criteria
established. in this report.

* ® * * *

Need for Effective Internal Audit Systems

In the larger Federal agencies, the most promising means
of obtaining management control has been the establishment
of effective internal audit systems. The Comptroller General in
1957 issued a staternent of basic principles and concepts for
departments and agencies to follow in the establishment of
such systems. For 'years the Comptroller General and those on w
his staff working on a day-by-day basis with executive officials
have confinuously stressed the need for effective internal
management controls. The head of a large executive depart-
ment or agency must have his own “‘eyes and ears' within the
organization, responsible solely to him, independent of opera-
tions and with unlimited jurisdiction to review any and all
functions wherein waste or inefficiency might exist. * * ¥
However, especially in the larger departments or agencies
employing thousands of individuals, involving scores of
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programs, and having offices located throughout the United
States and possibly abroad, if the agency head wants to main-
tain policy control and achieve economy and efficiency, he has
no choice but to institute an effective management control
system.

Today, there are internal audit groups sprinkled through-
out the agencies and departments of Government. The term is
well recognized. Unfortunately, recognition of the need for
effective internal audits has not always been translated into
the establishment of such systems. While many exist, there is
considerable room for general improvement.

The committee has established certain fundamentals re-
lating to internal audit operations patterned after the 1957
recommendations of the Comptroller General, with certain
refinements reflecting deficiencies in operations uncovered
during the hearing:

1. There must be a central internal audit system in
every large department or agency organized inde-
pendent of department or agency operations.

2. The personnel assigned to this management function
must have the highest qualifications and the com-
plete confidence of the department or agency head.
An accounting background and auditing experience
is preferred.

3. All reports and recommendations of the internal
audit staff must be submitted in full directly to the
agency or department head.

4. The scope of review of the internal audit staff must
be unlimited.

5. Personnel assigned to the internal audit function
must be protected from recriminations and arbitrary
personnel action resulting from the adverse effect
their reports might have upon other department or
agency employees.

6. The reports and recommendations of the internal

audit staff must remain available to the Comptroller
General and appropriate congressional committees.

33
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‘ SUBJECT | e ,Inspector General's Survey of the

. REFERENCE . - .: Memo dtd 9 July 1971 to ExDir-Compt

. ILLEGIB
R Depuuy Duecto: foxr uuppor

Office of Peresonnel -

fr DD/S, subj: Report of the Inspector

o _A General's Suxvey of the Office of Personnel
N .. =% . ) . , ' ’

1. Your response to the Inspecto: General's survey of the

“,_Offmc of Personnel is entir ¢ly satisfactiory. After the Director of
Personnel has completed his review of the allocation of resources
.. to the Position Manageracent and Compensation Dlv;smn, I shall be

4
D
.’
v

mterested in having a xeport f corn him.

T e In this connection, it secems to me that Rccommend“uon
No. .15 is particularly important, since I believe it is intended to
imply that the Position Management and Compens ation Division,

‘somewhat expanded, can audit manpower utilization in the Agency.

This is certainly a job which necds to be done periodically. I
should like'to request that the Dlrector of Personnel and the Direc-
tor of Planning, Programming, and Budgeting consideX their '
present responsibilities and submit to me specific reccommenda-
tioris on how oux current.raonitoring and auditing of rnanna\-rarand
p\.rao.mcl utlllza.t1 on can be 1mp.r:ovc de _ -

I.. K. White
E}.ecutwe Divecigor~Cormpirollex

e

cc: D/FPB

R o aw T

25X1A
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reporting should be reduced, e.g., froa monthly to quarterly duriayz the
[&] - ? -

conversion poriod. SRB maintains o noster 1ibrary of cwrent reporis,

end requesting components should be asked to cancel thelr existing
requis rements vherever poss sidle end %o use the reports in the SR3

llD‘m':f or. vo mcke Xerox copies of them at their own cxpense.

Position I'me.(;ennnu and_ Compensation Division .

23, The Position Manegement and Co ﬂencsa'cpion Division (PMCD) hes

. ¢ ; 2 .

is nede up of two branches, Intelligence & Support, end Scientific &

-d

ivisiocn . 25X9

2L, ﬂm dlvisicm 1s c‘mrgod \i’uh res pon:-?-ibili'tier;'f under the

£
e

,' "T‘ne Ar*c- cY vill conduct o continuing 1 progren of mennover
resources managenicnt vhich will assure maxzipam ef Picicney and
ceonony in the use of moupover consistent vith the Agency's
assigned missions and responr‘lbllitie " nd,, 25X1A

YIn setting up occupational cotegoried end pay Lovels ]
for Agency positions it is Arrm.c*r poliey to i‘ollow the con+
.. cepts and principles of the Classificatlon Act of* 1940, es
-gmended, 03 & meens for estadblishing effective interna al
pocition uli,r;mfcnu, maintaining reosonevle comparavllity
with othor Coverrnment ageancics, and cimplifying adjustinents .
to conform to Federal SG.J.O.TV chenres end employment berefits.
.~ Overall ObJGLulL'C‘« are to mainirin an Agency staflfing paticrr
vnich vill atiract and robedn highly qualificd and compotent :
eaploycea and vhich v*ll rzTlect the choracterisiica of, ?5X1A

Ageney employment, and Lo provide an etfective mecons-of
controlling cxpen di"' wres for personal services”

- * .

7 I
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25. The orgenization and control of mhapover-is of course,

one of the moqt baqic of m&naﬂcment ros ponsiblllties. The Agency

o

opqrdtes wnder a'stafi'manpowor ceiling s establl hed bj the Congress
and the Office of Manapement and Buarot. Tach component in the Agency
is assigned a stalfing complement which iaonui;ics,the positions to

wvhich bcrsonnel vill be assigned to carry out its assigned missions

and functions. Additionally, each carcer scrvice is assigned a

Carcer Service Grnae Auihoriz“tlon which controls the maxinmum number

L ‘o

‘“? » "
of pcrsonnel aUuhO“l zed st each Genéral Schedule grade level. These

drﬁanizational and manpover- controls are built on the basic framework

-

cof the Table of OPLGHLZ&LIOH (2/0).

4

26 ”he 7/0 of the Agenpy'andltpc staflf manpéwér ceiling
thcoreticqlly_should bz the samé,numerical figure. Iﬁfpractice this
geldom éécurg, but there is & continuing ef~ort toward that po%l The
/0 refleCus nOu only numbers bﬁt aiso'position class 1f;cao10 1s {Job
-titleﬁ)'and GS prade leyels, All fﬁree sre vital iﬁ controlling nen-

poveg.hﬁifization.

-
-

“o7. Two items of the T/0, numbers of positions #nd essocisted
- b d

grades, form the franevork against which pers onn 1 resources. ere funde

Both ré quire accurate and up~ito-date job dCSCTLUUiOﬁS to be re "3102L1

fipares. To the extent that either is badly out of date, higt.er

.. \
nanazement levels are deprived of a valugble source of 1n;ora tion on

the state of the Azency. : ’
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28, On.a day-~to-day basis, the Office of Pers onncl is iuvolved
in authenticating_and 1s3uinglsta;fin~ complcncnts and rcv¢31ons,
assuring that components edhcre to ceiling regtrictlonsg, monitoring

entrance on duty and transfers'of'pcrsonnel, uln“ov1ng temporary

oversurength siwuatioq&, cvaluatinr pronoauI° to establish or chonge

?the nurbcr of uunerr'ade and “PS positions, dcve10ﬁlnr and authen-

'ticating,the career service grade averafe, “and assuring compllance

by the components..\In porformin" thesc tasks it vorks closely vith

!

thrust of these

o

. ¢ . ™y
PPB and the Excculive Dlrector—Comﬁ foll Th

functions is one of liaison and monitoring. - However, in the ares

rasosnel 1is solely responsible.

[

of position:evaluationithe Qffice of P
R P oo i P

It is réQﬁirea'to assure top man1"ﬂ1env %hat the positions in the

. “\ 7
componcnt's SUafflng complemcents ere nccurately evelwited as to

occupatiénal caﬁegory, position description, and pay Jevel. Ve find

o serious short-fall in %this specifically asszigned funcilon in “the

Office. of Personnel. R .

29, - e Position Munageiment and Compensation Division's primer

’
s, -

asg ibnﬂ”nv is posi ition evaluwation. The record shows Tthat a disturbing

proportion of the Agoncy is not covered with currently adequate

-t

position evulur ions. ' wnile the record foxr individual positions

in FTY=70), the nusber of components surveyed is not.
> i v

'{6 -
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Poqi ion Surveys by Comnonents

% of Position

] ‘ ' ‘Eﬁmﬁer ef, . Maintcnaﬁce‘ Maximum Descriptions
' A ' . Componcnts - Rate (yrs.) Spread (vrs.) Completed
) DCI L 5 B 8.2 . .‘3—15 f_ h 5
s 0 . T4 . ok . o 80.5
. DOP "ﬁ':!1h> 3o 0 a7 so
DDI 20 e 0 '.1-16 L 8o
. i “ o
DD/SST 8 - 3.6 . . 010, 31.25
Agency o - 6.x o i.-0116% o | 63.35
vl ‘ e AAQ Ean'feeéily bevseén.thé;averagu oo‘poneno survey is being perforned
;« | on somethi nv like & 31x~yLur ratac" than a h?éc—year chle, which we
’ :belie#evfo be désirable. ‘Covee;ge is erratic with té; component

- B . .
i ] .

1ack1ng a survey vithin the p=a st 'ton years. Approximately oneg-third
of 'che to»al positions in the A:: ey 1a.c 8- po. ition description. Thoes
IeCor ds rmlcc» a ,)a.m.wo reaction-on the part of the Office of Pev-

3 sozmél to a;; assignec‘i resvonsihility. The office has peraitted the

/ '

manpouer regsources of 1mCD %o shz 1nk toithe polint vihere the division

devotes on'Ly 34 percent (F’Y-—'{O) of i%ts mannours to position” surveys

and individual actions. The rest of the time is spent in reviewing

[PPSR PIoRIRI S Sl

¥lvo compon cm,s have never been surveyed.

s
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over the past 6-8 yesrs as the dlvision has came; to operate on e

- ; R S
& meaningful audit bo mede ©

. - e
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staffing complements, reacting to grade change requests, pre griag
[} & N Y .

. ¢

lanning papers; @and making pay adjustments: These latter wesisn-
p G Papers, g vay . b3

L

ments acquire prlority and component position evaluations reccive

only minimal ettention. This sltuation has been permitted to develop

Yprush-Fire" approach. The line components that make the most urgent

prequests for reorgenization or position reclassification receive the
b A A pe

attention of the al}—EOOwlimited TESOUTCeS.

. : ‘W . ‘! ’ 7
30. The utility of component surveys, in contrast to spot or

individunl position swveys, is that only through. this approach cen

.

© %the total menpower utilization within

; RASALS < S

(Y

[+

‘& component. . A thorough and comprehensive component audit sssures
. : !
. . . . . . " .
manngemcnt‘ofA(l) the proper mix beiween professionals and clericals,
(2) accurdte descriptions of each position end oceupational category

. L A

with unique insight snto workload and productivity aspects, (3) proper

designation of limited and flexible positions relatiocashin, and (L)

. : v N
the correct General Services grade level for each position.

.

31. In our survey we Tound PMCD ill-equipped in relavion to

145 total sssigned responsibilities. In recent yeors, the division
has lost.some of i1ts initistive and has essumed a somewhat pascive

[}

attitude towsrd accomplishing its total mission. AL the spme time we
. ) b . -

P

.
.

division.  The Agency uses more thun 750 occupational catezorics 2nd
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has its'full'shnre of éomplcx stafting féttcrﬁs. Thcsé'émployées
have'devdﬁea éhéir best taleété to mgintéiﬁing.accurate Job des-
criptions, avcragé gra&e geilings,'and prdper pay 1evéls. Thaele
teéhnicul skills are n6£ questioned.
' 32, The present sitﬁayion callé for positive;éctién én “he past
of the Office of Pefébnnel. From a hi.gh fpoint of‘over.)ositions in 25X9

the late 19508, the division has been curteiled to its present /0 of

We believe 1t to be ceriously understaffed, The Deputy for

. oM™ . . -
Ploens and Control estimates that & staff of _ persons 25X9

18 required to adcquately perfoim the total assigned responsibilities.

- . - PR - ¢ '.A
_ The ©/0.0of the division should be incwreased to the point where it can

2
.

© carry on its monltoring responsibilities end conduct deteiled componcent

N -
-/
«

position.surveys on the threc-ycar schedule.
33, A careful evalustlon of the personnel assignments in the
. .- . . " «

division is alco in order. Meny of the present incumbents are aoproach-

.

ing retlrement in the next several years. Althdugh CTs hiave moved -in

< w

_and.out of the division, the mein staff of prefessional clessifiers has

remai'nec’i static. .An organized rotation plan for senilor classilicrs

has been lacking and ghould be Instituted. A review at this” tine .

should develop a rotailonel plan (6-8 years) end schedule the intro-
duction of nevw blood et all levels in the division., Pendling rctirve-
- " .

ments coupled with a slight expanalon of the T/0 should permit these

objectives to be ncconplished.
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"'hat tne Office oi‘ Personnel'

“a. Review tne nanpovc resourcees needed 'bj #CD 1o
. carry out 1its .full mission and responﬂlbllity end adjust
- the /0 of PMCD aécodenQ*y,.

" b. Develop a rocational plan for proLeusion 1 pooLu;om

ela331 flers, and
. ¢. Assign well qualif1ed younv personnel officers to
the leif‘ion . :

- .?l: ) - '.
ﬂ) . . e .

...80..
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MEMORANDUM FOR: Exccutive Director-Comptroller =y «:EEZ
SUBJECT : Review of Manpower Utilization
REFERENCE ,-:'jMémo fr ExDir-Compt to DD/S datd 30 Jul 71, subject: IG Survey

of the Office of Personnel

1. This memorandum is in response to the questions raised in referent
memorandum (?ab A) and contains two recommendations for your approval; these
recommendations are contained in paragraph 8. :

2. "We, of course, agree completely with the importance of Recommendation
No. 15 in the Inspector General's survey (Tab B). It lends strong support

%o our own objectives for the role of the FPosition Management and Compensa-

tion DlVlSlon (PMCD) in reviewing manpower utilization in the Agency.

3. Our review of the manpower resources necded by PMCD to carry out
its full mission confirms the estimate contained in the subject report. The

" gtaff of that Division under current procedures would need to be increased to
Bl order to fulfill monitoring responsibilities and to conduct position
- and manpower-utilization surveys on a three-year cycle. 1In the face of

it has only been possible to increase the

“current restrictions, however
" ceiling of the Division from_ 25X9

4. During the past year, approximately 60 percent of the man-hours
available in the Division has been used in audits of position and manpower
utilization. Although we have accelerated the progress in line with the IG's
recommendation, under current procedures we cannot hope to maintain coverage
of the entire Agency on a three-year cycle with the staff available. In
.order to increase coverage, therefore, we have streamlined survey procedures
and adopted the use of condensed employee-prepared position descripticns
whenever possible. We need the full support and cooperation at all commnand
levels to maKe these surveys efficient. We believe the productivity of our
efforts would be further enhanced by publication of an Agency notice along
the lines of the attachment (Tab C).

5. Henceforth, surveys will be scheduled with the heads of Agency .
components at- intervals designed to complete Agency coverage once every three
years insofar as is possible with the present staff. 1In the course of these
surveys we shall aim to identify areas of ineffective organization, work
duplication, and inappropriate utilization of personnel. The resulis of
these surveys will be reported to the operatlng components dnd to the
Directorate manpower officials concerned.

(EO ,
Ercizis 4 {rsm BT b 4
PERETSE AL -
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6. lopefully, discussions involving the operating officials, Dircctorate
manpower officers, the Dircctor of Personnel and the Director, PPB will bring
about. necessary corrective actions. We believe it important that the Decputies
understand that they will not necessarily lose positions ideniified in certain
offices as excess to their neceds. Such positions generally should be avail-
able to meet new or more urgent requirements in the concerned Directorate.

7. At the conclusion of the survey and the follow-on discussions, a
report will be provided to the Fxecutive Director-Comptroller for your infor-
mation or such further action as you may consider necessary.

8. It is recommended that:

a. you approve the issuance of the attached Headquarters Notdce
(Tab C). . o -

b.  you approve in principle the proceaures outlined above for
fmproving our monitoring and auditing of personnel utilization in the25x1 A

 Agency .

e Charles A. Briggs |!

L o Director *
‘ Planning, Programming and Budgeting

* Harry B..Fisher
Director of Personnel

Atts: 3 ' N

The recommendétibns contained -in paragraph 8 are approved.

ke

. i1te

_ . . Date .
ExecutiVve Director-Comptroller ’

Distribution: .. S )
Orig - Return to D/Pers _
1 - ExDir-Compt . .

1-ER

1 - DD/s

2 - RCB via D/Pers

1 - D/PFB

1 - D/Pers :

1 - C/PMCD via DD/Pers/PeC (w/held)
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C-0-N-F-1-D-E-N-T-I-A-L
25X1A

(: : This Notice Expires 1 September 1972 gy 507

PERSONNEL - ’ ’
. . - ) : . . ’ 7 Ja

POSITION SURVEY PROGRAM

-

1. The referent regulation establishes the objectives
of position evalpation in the Agency and provides for periodic
(ZF' surveys to cnsure the currency of individual position evalua-
i tions and of the position structure as a whole. These surveys .
are especially important in this time of limited personnel
resources. .

. 2. .The Director of Personnel is directed to schedule and
. conduct position and manpower utilization surveys in all com-
N 'ponents with' the objective of achieving complete coverage of
!'_ * the Agency each thrce years. He will report the results.of
A such surveys promptly to the operating heads and directorate
' manpower officials concerned. Copies of all reports will
also be submitted to the Executive Director-Comptroller.

3. These surveys offer real assistance in our efforts to.
achieve the most productive utilization of our personnel re- -
« sources. Full cooperation is essential at all management levels
in order that the maximum benefit may be derived from this
program, i

S

,“FQQ THE'DIRECTOR OF CENTRAL INTELLIGENCE:

JOHN W. COFFEY -
Deputy Director
for Support

-

DISTRIBUTION: AB

-
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5'-O<_:tobcr 1972

MEMORANDUM FOR: Inspector General

Director of Personnel

SUBJECT ) $. PMCD Surveys

1. Ihave reviewed the PMCD surveys of CA Staff, ISD, and
FI St2fi. @'understand the degrece to which adjustment to strength °*
reducsions delayed the reaolution of the various recommendations con-

tained in these three surveys.

2. It is quite obvious that the PMCD survey is a useful exercise, '
applyire the expertise of the PMCD to the way in which our grade levels
appear cn paper and appear in fact. I am plecased at the general high-

leve! acceptance of recommendations (I note without great surprise
"that there is a higher degrece of acceptance in recommendations for up-

© grading tha_n_dg“mgradmg), and I think the results should lead to greater
.. efficiercy,

3. At the same time, I have the uncasy feeling that this eifort
doce not produca its full potential, It requires a considerable invest-
ment from PMCD and also, in terms of the disruptions caused by the
intervicws conducted there, from the offices being surveyed, PMCD's
conclusions are, of course, baeically recornmendations to the. line man-
agerient of the unit being surveyed and its Deputy Director, with a
lHmited capability of review at the Executive Director level, In this
situation, the theorctical and even perhaps quite correct recommnzenda-
tions of PMCD may have to yield to factors in the real world involving
the personalities involved, informal responsibilities, etc,

-4, It seemas to me that the effort might have more value if it were
coordinated rnore closely with IG surveys. Obviously, a PMCD survey
takes considerable time and effort, and we can only do a few each year.
It would seern quite casy to ensure that these surveys take place at the

Executive Regitiry

VEBZ/AIA

CLASSITIER 3% .. SAGMt=—e
2ART 03 STNTRIL DETLAASIFINIVION
TGRS, 1135 TXAIE 0k SATIEORY:
A AN S coindds ens er wmoce)
: : $531000LY DoLaszlilEd ON
an TN T
TS EALE AL
Approved For Release 2002/01/08 : CIA-RDP83-0100
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with IG surveys, the rcsulte being in-

IG survey or being submitted simul-
cd by a

sameo time and in coordination

corporated as an annex to the .
tancously, - This would presurnably reduce the disruption caus

double set of intervicws and at the seme time add the Personncl ex-
per.t'isc to the 1G review. )

‘s, Could you consult on this question and give me your comments.

'lﬂ'-'w' E. Colbd
g Esxecutive Director-Comptroller

A’ctachmeﬁts (w/1G copy only)s
PMCD Surveys of CA Staff, 1SD, and F1 Staff

P

Approved For Release 2002/01/08 : QLA;B_I;)PQ;_- 1 ,(:),QQBiooo1Qoo7ooo1_5 .
o PR RRRRE ji-:‘,';;l;
’ vt fls Ll lacs



Approved For Release 2002/01/08 : CIA-RDP83-0T004R000100070001-6

Approved For Release 2002/01/08 : CIA-RDP83-01004R000100070001-6



PR : ) | | ~ AW IE I —

-

pETvEmira g T 3 p——— T

. * Approved For ReleaseéOOZl(g}ifIUQf CIA{RD"B&-M004R0001'GUT)70001-6 Y"";:'; ' Z | |
. Db

. . \ ,,,,, -

Exccutive Hegistiy

T
Vi

MIE MORAI'VDUI\/I FOR: Executive Director-Comptroller

SUBJECT PMGD Surveys ' .

(1]

REFERENCE Executive Director-Comptrolleria
: 5 October 1972 Memorandum,

game subject

"1, The undersigned have discussed a more closely coordi-
nated approach to the surveys undertaken by their respective
steffs and the advantages and disadvantages of conducting these
surveys sirnultaneously.

2. Atfirst gld.m,e. it might appear that combining the
'PMCD and IG survey schedules would be benzficial and would be
less-disrupting to the operating component under survey., Thers
" i3 no question but that certain aspects of the FMCD survey interests
regarding proper and effective utilization of Agency manpower
and skills also coincide with the IG survey interests in this area.

‘3. However, there ia a degree of difference in the general
thrust of cach other's efforts. Because of this difference, there
is, we think, a strong possibility that disruptions within the
surveyed component could be increased by a formealized, combined

' PMCD/IG survey effort. The primary thrust of PMCD efforts is’
directled at organizational structures, position ¢ allocations, and

. grade levels as matched against the missions and functions of the
operatmg comiponent, with a concern for the component's utilization
of its allocated manpower within this particularized {ramec of
reference, PMCD‘inta.rvmwa with supervisors and working level
personnel are designed to develop objectwe data that wiil sexrve the
_component's mana,[,ement in the decision-making process.
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4, In this regard, the TIns:;:aec,t«::u- General has reviewed the
PMCD Surveys racently conducted of the Far East, Western
Hemisphere, and Near East Divisione. In addition, the IG dis« -

cussed the outcome of the PMCD Survey of the WH Division with
its Exocutive Cfficer, those IG inspectors 25X1A
who surveyeéd the F E area reviewed the FE Division PMCD Survey.

The overriding consensus is that the Surveys were thorough,
professionally done, and provided a real contribution to component
managers, cited a number of situations where the
PMCD study brought to the attention of division management
instances of imiproper slotting and assignments which were .
susceptible to correction. The reviews of the PMCD Surveys by
the Inspector Gereral and his inspectors indicate that while thers
iz a similarity between the results of the PMCD Surveys and the

. Inspector General's surveys, there is no redunduncy,

1\5;‘ The Inspector General's approach to surveys is a sub-
stantive one. The inspectors look at conmponent programs and
their implementation, judging whether a station lg doing the things
that it should do, or doing things it should not ‘do, and how well it
{8 doing what it does. There is an interest in the intensgity of the

. effort experided and the work patterns of individuals. Consideration

is also given to individual morale, employee needa, and inter-
personal relationships, Obvicualy, all of this involves the IG team

 in testing the organizational arrangemonts of a station and the

quality of its officers. This, in turn, may well call for a concen-
tration on the matching of personal qualifications with tasks and
work load, It is, therefore, inevitable that the IG team will see
gome of the same things that the PMCD team does and reach some
of the same conclusions. .
6 There i3 the question of timing to be taken into account,

The PMCD survey schedule is frequently adjusted with little or

no advance notice in order to accormmodate the establishment of
new organizations such as NOCAD, NOCOG, and ICS. In addition, °
PMCD, in order to meet their requirement of a full cycle of
Apency component surveys every three years, schedules a greater
number of surveys than does the Inspector Gensral; and the nature
of the PMCD survey permits its accomplishment in a much shorter
- time {rame than is required for the IG survey.
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7. The effectiveness of PMCD and 1G surveys depends
not only on the professionsliam aud the objectivity of the work
done, but also upon the time limits on actions taken in response
to survey recommendations. It would he unfortunate if in the
¢ombination:of PMCD and IG surveys final actions on ons study
were withheld pending rcsolution of all of the issues raised in the
other., Despite the similarity of objectives and, to some extent,
the nature of the inquiries in the respective surveys, the nature
of the findings and recommendations are sufficiently dissimilar

 to warrant the independent presentation and solution of issues
a8 soon a8 possible. ‘

. 8, Our review of past surveys indicates that they have
obviously been conducted quite independently of each other and
with an insufficient degree of coordination. This is wrong. We
believe there is considerable affinity between the two and that
they can supplement each other,

9, With the above in mind, we have reached the conclusion
that both teams operating in a component at the same time would
_result in the equivalent of two separate surveys being conducted
gimultancously. This would be too disruptive, espacially in over-
secas stationa and bases, Close coordinatisn, however, is a must
and we recommend the following action:
o 8. that separste but coordinated schedules be
arranged for the PMCD and IG surveys on an annual
basis with close collaboration to ensure that both '
units are covering the same areas during an appropriate
' time frame;

-

b, that prior to launching 2 given survey the
re#pective PMCD and IG teams exchange pertinent
prior survey report data of the most recent survey
conducted in the area by either; and

€ that during the conduct of the survey each
team be alert for problems of significant interest to
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the other for appropriate referral and attention in the
courge of forthcoming surveys.

SR ‘
{S8igned) Willianm V. Broe.

William V. Broe
Inspector General

'/ﬁ/HarrY E. Fisho,
. = Harry B, Fisher
Director of Personnel

The recommended action contained in paragraph 9 ias approved.

fs/ W. E, Qolb;: . ‘ 2 ¢ OCT 1972
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